© ACCOUNTING AND TAXATION 


THE 1954 revision of the United 
States Internal Revenue Code con- 
fined two sections which might have 
f regarded as milestones in the his- 
y of income tax legislation, as they 
wuld have effected substantial identi- 
tion of taxable income with account- 


g profit. 


One section provided that prepaid 
me, such as rent received in 
yance, should be treated as income 
ithe year in which the service was 
ed, and not as income of the 

r of receipt. The other section per- 
ted a deduction for expenses which, 
hough uncertain in amount, were 
Wertheless properly chargeable 
mst the income of the period. Thus 
Wision could be made in the calcula- 
of taxable income for such items 

, ed holiday pay, cost of servicing 
fucts sold under guarantees, and 
lar estimated “future” expenses, 
liability for which was directly 
ted to the earning of current 


has long been feared that to allow 
felement of subjective estimate to 
into the calculation of taxable 
Ome is to provide an opportunity for 
Mivoidance. This belief has been a 
bus barrier to a closer identification 
jtaxable income. with accounting 
and the working of the estimated 
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expenses provision in the United 
States would have been watched with 
considerable interest in other countries. 


Both sections were the subject of 
sharp criticism—not apparently because 
of the supposed dangers of tax-avoid- 
ance, but partly on account of the “tax 
windfall for the corporations” in the 
first year of operation, and also because 
of the anticipated loss of government 
revenue in the transition year. This 
loss was first officially estimated at $47 
million, but later estimates suggested 
that it would be up to one hundred 
times as great—a startling divergence. 
The American Institute of Accountants 
put it at $500 million, and suggested 
that the transition period should be 
stretched out over a number of years 
in order to ease the impact. However 
the damage was done, and the two sec- 
tions were recently repealed with retro- 
spective effect. 


It is unfortunate that such a progres- 
sive step should thus have been nulli- 
fied. The day will come in Australia— 
possibly without much warning—when 
accountants will have the opportunity 
of recommending improvements to the 
income tax law. When this opportunity 
does arise, not only should considered 
recommendations be ready, but their 
sponsors should be in a position to 
forestall and combat uninformed criti- 
cism and wild estimates of cost. 





An address given to members of the Victorian 
Division, Australian Society of Accountants. 


Valuation of Trading Stocks 
Accounting Considerations 


Sir ALEXANDER FITZGERALD 


HIS paper is concerned with ac- 

counting for trading stocks as dis- 
tinct from income tax requirements. 
As I see it, three quite different con- 
cepts should be distinguished in this 
respect as in any other respect of 
ascertainment of income. Those three 
concepts are respectively the taxation 
concept, the business concept and the 
accounting concept of income. Doubt- 
less, many will question whether it is 
proper to distinguish between the busi- 
ness concept and the accounting con- 
cept. I hope that, as I proceed, I shall 
be able to make clear my own views on 
the need for that distinction. 

There are many purposes of ac- 
counting, and it may very well be that 
an accounting concept which is appro- 
priate or useful for one purpose is not 
as appropriate or useful for another 
purpose. It would be possible to 
enumerate as many as ten or more dis- 
tinct purposes of accounting, but for 
the purposes of the present discussion 
perhaps we might concentrate on three 
purposes—first, determination of busi- 
ness income for income tax purposes; 
second, determination of business in- 
come as an aid to the formation of 
sound judgment concerning the extent 
of divisible profit; and third, deter- 
mination of business income as an aid 
to the formation of judgment concern- 
ing the financial results of operations 
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and trends therein. We may think 
of these three different purposes as 
the taxation purpose, the proprietor. 
ship (or, if you prefer the term, the 
financial accounting purpose) and the 
management accounting purpose, | 
do not profess to be an expert in taxa- 
tion matters—far from it—but some 
thing should be said about the respects 
in which accounting for taxation pur- 
poses differs from what accountants 
generally regard as_ satisfactory for 
other purposes. 


Concepts of Taxable Income and of 
Accounting Income 


Taxable income is_ clearly no 
synonymous with accounting income, 
because the two concepts are essel- 
tially different. Much as we may re 
gret that, we must recognise that it is 
so. Taxable income may be briefly de 
fined as the excess of revenue receil- 
able in a period over the expenditure, 
other than expenditure of a capital 
nature, which is incurred in tht 
period. 


Accounting income is the excess of 
revenue earned in a given period over 
the cost of resources which have bee! 
consumed in earning that income 
Determination of income in the # 
counting sense therefore involves tw 
features, which perhaps are two di 
ferent ways of looking at the same pr> 
cess. These two features are 
matching of revenue earned on the ole 
hand with the cost of earning the tf 
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yenue on the other hand, and the allo- 
cation of both revenue and expenditure 
tp accounting periods. In other words, 
at the end of every accounting period 
sme part of the revenue which has be- 
cme receivable in that period may 
need to be carried forward to the sub- 
squent period, even though it may ac- 
tually have been already received, and 
gme part of the expenditure which 
has been incurred and maybe even paid 
inthat period may similarly need to be 
carried forward. So, determination 
of accounting income is approached 
fom a different standpoint from that 
fom which determination of taxable 
inome is approached. 


It may well be asked whether it is 
necessary that there should be two dif- 
ferent concepts, two different philo- 
sphies—one for accounting income 
and the other for taxable income. I 
fear that the conflict between the two 
cneepts is at present unavoidable, if 
oly for the reason that the accounting 
concept of income is not yet sufficiently 
sharply defined to justify its use in 
inome tax legislation, and it would 
tearly be unsatisfactory to allow taxa- 
tion requirements to outweigh account- 
ing considerations in determining in- 
cme for other accounting purposes. 
Inthe absence of unanimity of opinion 
among accountants as to accounting 
standards and as to the extent of, and 
tircumstances justifying, permissible 
departures from accounting standards, 
me could hardly expect legislatures 
and taxation officers to accept account- 
ing income as a satisfactory alterna- 
lve to detailed legislative and ad- 
mnistrative prescription. Until the 
«counting profession has clarified its 
toncept of income, definitions of tax- 
ible income must be left largely to 
kgislatures, commissioners of taxation 
and the courts. 


Interpretations of legislative defini- 
tions of taxable income have, of course, 

modified and clarified in various 
ways, through judicial and _ semi- 
ludicial rulings on points of ambiguity, 
through commissioners’ interpreta- 
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tions of controversial clauses in the 
legislation, and through regard by both 
administrators and judicial tribunals 
for the “ordinary usages of mankind”, 
i.e., for well established and generally 
recognised business and accounting 
practice. Moreover, all three of these 
influences have played some part in 
influencing refinement of legislative 
phraseology. 


So far, I have been talking about 
income in general terms. Stock valua- 
tion is a case in point which illustrates 
very well the difference between the 
taxation concept of income and the ac- 
counting concept of income, and the 
need for clarification of the phrase- 
ology of income tax legislation. In the 
Australian income tax legislation three 
permissible bases of valuation of trad- 
ing stock are given. There have 
been many decisions by the courts and 
appeal tribunals upon questions of in- 
terpretation of the language of the 
Acts. It might therefore be expected 
that there is now little room for dis- 
pute concerning the law relating to 
valuation of trading stock for income 
tax purposes. Let us test this expecta- 
tion by considering the permissible 
bases of valuation as set out in s. 31 
of the Income Tax Assessment Act. 
The three options which are available 
to the taxpayer are to value trading 
stock at its cost price, at its market- 
selling value, or at the price at which 
it can be replaced. These are three 
options, but there are many more than 
three ambiguities in the phraseology 
of s. 31. 


Ambiguities in Income Tax Legislation 


Firstly, the Section refers to cost 
price and to the price at which stock 
can be replaced. Is cost price synony- 
mous with cost? Secondly, what is 
cost? One does not need to have read 
any one of the dozen or more books 
written on that subject to realise that 
“cost” is a highly abstract concept 
and that it means many different 
things in many different circumstances 
and for many different purposes. 
Thirdly, what is meant by market-sell- 
ing value? How is it to be deter- 
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mined? Estimated market-selling 
value at what date, in what market, 
in what quantities, to what buyers or 
kinds of buyers, gross selling value, 
or net selling value after deducting 
expenses of sale and _ discounts? 
Fourthly—and these are only four of 
many ambiguities—how is the price at 
which the trading stock could have 
been replaced at the relevant date to be 
determined? For instance, suppose 
that you could have either purchased 
the stock or manufactured it, and that 
you could have purchased it cheaper 
than you could have manufactured it. 
Should that be taken into considera- 
tion? And, if estimated cost of re- 
placement is to be interpreted as esti- 
mated purchase price, purchase price 
from what source, in what quantities, 
on what terms of payment? Obviously 
the Act by itself does not answer these 
questions. They must be answered 
through departmental interpretations 
and rulings or through judicial de- 
cisions. 


Let us examine the four ambiguities 
to which I have referred in the light of 
departmental interpretations. Ap- 
parently the departmental view is that 
“cost price” is synonymous’ with 
“cost.” On general principles, this is 
not easy to accept. So far as pur- 
chased trading stock is concerned there 
is surely a difference between the pur- 
chase price of the stock and the cost 
of the stock into warehouse. If “cost 
price” is synonymous with “cost” then 
the sooner the legislation is altered to 
substitute “cost” for “cost price” the 
better. 


On the second point, how cost is to 
be determined in the case of goods of 
own manufacture, the departmental 
view apparently is that it is determin- 
able by any generally recognised 
method of costing which is usually 
practised in the industry in question; 
but that some methods of costing 
which are comparatively unusual in 
Australia are not regarded as accept- 
able. Evidently the department would 
like taxpayers to use identified costs— 
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to indentify the “actual” cost of each 
individual article. That can easily be 
done in some cases in which the articles 
manufactured are few in number and 
of high value per unit. Failing that 
method, and it must fail in the gregt 
majority of cases, the department is 
prepared to accept average cost, or cost 
on the assumption that the first stock 
received is the first sold— the FIFO 
basis. For what appears to the de 
partment to be good reason, the de 
partment is apparently not prepared to 
accept standard cost, or cost deter. 
mined on the assumption that the last 
stock acquired is the first sold—the 
LIFO basis. Another aspect of cost 
determination for manufactured goods 
is the treatment of factory-service 
cost, or manufacturing expense, as dis- 
tinct from direct cost. The depart 
mental view presumably is that any 
commonly-used method of allocation of 
such costs is permissible, but that their 
complete exclusion is not permissible. 
If this is a fair summary of depart 
mental views on the question of cost 
of manufactured goods, two interest 
ing points emerge. 


Standard costing is an increasingly 
popular ‘and most useful method of 
costing, even in Australia, which in 
such accounting matters has in the 
past lagged behind U.S.A. I can ap 
preciate the reasons why the depart 
ment does not like basic standard costs 
for taxation purposes, but I cannot 
agree that those reasons justify reje- 
tion of current standard costs. 


So far as direct costing is concerned, 
there is strong controversy in U.S.A, 
and to some extent in the United King- 
dom today, as to the validity of the 
method for general accounting pur 
poses. But it is widely used. It may 
be that direct costing will become 
popular in Australia for cost account 
ing and general accounting purpose. 


If the taxation department continues 
to reject standard cost and direct co 
ing as permissible bases for valuatiol 
of stocks for accounting purposes, ' 
there may, and probably will be, diver 
gencies between the Commissioner’ 
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view and the accounting view as to 
what is a proper cost basis in certain 
dreumstances. If the taxation view is 
allowed to override the accounting 
view, for accounting purposes other than 
tazation, then we will have, in my 
view, an unfortunate state of affairs 
and a serious deterrent to progress in 
accounting. 

Leaving the question of cost and 
tuning to market value, the depart- 
mental view is that market selling 
value means gross selling’ value. 
Clarly this interpretation does not 
tell us enough about markets, quanti- 
ties, customers and so forth. The 
price at which goods can be replaced 
means to the department the estimated 
cst of manufacturing the goods, de- 
termined by some generally recognised 
costing method used in the particular 
business, but excluding cost determined 
on the standard cost basis or by the 
direct cost method. 


It has been made clear, from one 
ther departmental interpretation 
which should be noticed, that the de- 
partment does not require taxpayers 
to observe what has become a canon 
of good accounting practice—consis- 
tency. The taxpayer is free, if he 
wishes, to value his trading stock at 
the beginning of an accounting period 
on one of the three bases; he may pro- 
teed, at the end of that accounting 
period, to value on another of the three 
bases. Thus consistency is not in- 
sisted upon in terms of time, nor is it 
insisted upon in terms of articles: one 
article in a stock sheet may be valued 
mm one basis, another article on another 
basis, and another on still a third basis, 
80 long as the three bases used for the 
individual items are the three bases 
(aay by the income tax legisla- 


Two comments should be made on 
this broad and admittedly inadequate 
simmary of the taxation aspects of 

valuation. The first is that, in 
many respects, the options given to the 
yer are liberal; in particular, the 
om of choice of the three alterna- 
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tive methods and the lack of any insis- 
tence upon consistency are generous 
to the taxpayer. They are in fact more 
generous to the taxpayer than good 
accounting practice would require. The 
second is that there are some inflexi- 
bilities, most of which we have noticed 
already, which are not so liberal; in 
particular, the non-acceptability of 
standard cost, and non-recognition of 
selling expenses in determining mar- 
ket value, seem to be illogical and, in 
some cases, inequitable. The rejec- 
tion of standard cost as one of the per- 
missible methods of determining costs 
stems from the mistaken belief that 
standard costs are only estimates and 
that historical costs are actual. But 
there is no such discoverable thing as 
actual cost. Standard cost based upon 
standards which are kept up-to-date is 
a far closer representation of true cost 
than is so-called “actual” cost. It is 
a far better representation because it 
distinguishes between the cost of ef- 
ficient production and the losses in- 
curred in not producing or through 
waste. 


Stock Valuation for Proprietorship 
Accounting 


Now let us turn from the taxation 
aspect of stock valuation to the ques- 
tion of stock valuation for proprietor- 
ship accounting purposes. Down 
through the years proprietorship ac- 
counting has been strongly influenced, 
even dominated, by a safety-first atti- 
tude. Let us be on the safe side, what- 
ever we do; let us make sure that our 
stock is very conservatively valued. 
That is the business concept. Such an 
approach is, of course, governed by 
balance sheet considerations—by the 
desire to ensure that the balance sheet 
which is to be presented to owners, 
shareholders or creditors will not over- 
state the “value” of the assets. In re- 
cent years there has been a decided 
reaction against extreme manifesta- 
tions of that attitude. In particular, 
there has been a strong revulsion from 
concealed conservatism. This revul- 
sion came about in the first place be- 
cause of the realisation that, sooner or 
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later, concealed conservatism must lead 
to concealed overstatement of earn- 
ings. Maurice Peloubet, a recognised 
American authority, once said that “it 
is possible to be consistently conserva- 
tive in a balance sheet but it is mathe- 
matically impossible to be consistently 
conservative in a profit and loss state- 
ment.” 


That turning-away from concealed 
conservatism in recent years has been 
evidenced in two new ideas in account- 
ing: the ideas that accounting, even 
proprietorship accounting, should be 
guided by consistency, and that it 
should disclose all significant informa- 
tion. The detailed application of these 
new doctrines has not yet been thought 
out to its conclusion by accountants. 
For example, it seems that, whilst we 
are insisting on the virtues of dis- 
closure and consistency as indispen- 
sable features of a philosophy of ac- 
counting, we are still practising a de- 
gree of concealed conservatism through 
the operation of the “golden rule” for 
stock valuation. 


I do not believe that the golden rule 
has as much logical foundation as most 
accountants seem to believe. It is an 
article of faith rather than a logically 
developed standard, That this is so is 
suggested by the phraseology used in 
the Recommendations of the Institute 
of Chartered Accountants in England 
and Wales, which have been followed 
by the Institute of Chartered Account- 
ants in Australia:—“Stock in trade is 
a current asset held for realisation. 
In the balance sheet it is, there- 
fore, usually shown at the lower of cost 
or market value.” This would be satis- 
factory if all current assets held for 
realisation were usually valued at the 
lower of cost or market value and if 
there were some logical reason why 
they should be so valued. I question 
whether either of these conditions 
exists. Does it not seem that the 
reasoning is still dominated by the de- 
sire to avoid at all costs an overstate- 
ment of the balance sheet values of 
assets, and that this consideration has 
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been allowed to outweigh the need fo 
precision (so far as precision can eye 
be obtained in accounting statements) 
and for disclosure of significant infor. 
mation in profit and loss statements? 


So much for the philosophical bagi 
of the “golden rule”: all is not gold 
that glitters. Now for its technica] 
defects; it raises as many problems as 
it solves. It provides little clarifica. 
tion of ambiguities such as those which 
have been noticed in the income tay 
provisions, and it raises other prob 
lems also—problems arising out of up. 
certainties of meaning of such terms 
as “cost” and “market.” One ills 
tration of these uncertainties is that, 
whereas the Institute of Chartered 
Accountants in England and Wale 
argues convincingly for the view that 
“market” should be interpreted as net 
selling value, the American Institute 
of Accountants argues that “market” 
means estimated replacement cost. 
There is, I believe, a convincing case 
for interpreting “market” as net sell- 
ing value, despite the difficulties which 
such an interpretation creates in the 
case of manufactured goods or work i 
process. That case in short is that, 
even assuming that it is desirable to 
have regard to expected or prospective 
losses when valuing stock in trade, 
those future losses are to be expected 
only when current or prospective ne 
selling value is less than cost. The 
fact that one can replace stock at les 
than cost does not necessarily meal 
that a loss will be incurred on the 
stock now held. It means merely that 
as much profit as was hoped for may 
not be realised. Only if net sellin 
value is less than cost is there reasdl 
to expect a loss on the disposal of the 
stock. That loss has not yet been sul- 
fered: it is an expected loss or as We 
are inaccurately accustomed to call it 
an “anticipated loss.”* There is, 
course, one sense in which the use # 
the expression “anticipated loss” is a> 
propriate: the taking to account of 
loss has been anticipated in the books 
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* To expect marriage is not the same thing 
as to anticipate marriage. 
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of the concern. But the reason for 
this anticipation is that there is reason- 
able ground for the expectation that a 
loss will be, or may be, incurred. 


I have said that there are grave 
doubts about the validity of the golden 
rile. At least, I strongly believe that 
the rule should be restated in such a 
way as to lay emphasis on the process 
of allocating costs between income 
priods and on the argument that only 
those costs which may reasonably be ex- 
pected to confer a benefit on future ac- 
counting periods should be carried for- 
ward. There are two distinct ways of 
looking at the problem of accounting 
for stock used or sold and stock still 
used or unsold. Under the trading 
acount method the stock at the begin- 
ning of an accounting period is debited 
to the trading account and the stock at 
the end of the accounting period is 
edited to that account. The under- 
lying assumption ,with this method is 
that the difference between stock at the 
beginning plus stock acquired and the 
stock at the end has been used or sold. 
The other method, which may be called 
the cost-of-goods-sold method is 
tased on an entirely different assump- 
tion. Certain stock is on hand at the 
wginning of the period and certain 
sock is acquired during the period. 
Qut of that pool of stock, that portion 
which has been used or sold is identi- 
fed, and it is assumed that what has 
tot been sold or used is still on hand. 
This assumption is then checked by 
physical stock-taking. The cost-of- 
goods-sold method is clearly preferable, 
ieause it gives better accounting con- 
tol of stock, and it enables more sig- 
liicant information to be disclosed— 
te prime function of accounting. In 
farticular there are these significant 
lems of information: the cost of the 
‘ek acquired; the cost of the stock 
wed Or sold; the cost of the stock lost, 
wasted or misappropriated (if any) ; 
the loss which is expected to be sus- 
ined through deterioration of stock, 
8 of market selling value through 
lshion change, shop-soiling and the 
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like; and the expected loss through 
changes in selling price and/or re- 
placement cost. The trading-account 
method does not fully isolate each of 
these elements; the cost-of-goods-sold 
method properly applied does. 


Disclosure in Accounting 


It is a logical extension of the 
modern method of accounting for stock, 
which discloses each of these elements 
separately, that disclosure should be 
carried through from the accounting 
records into the final accounting state- 
ments. The _ lower-of-cost-or-market 
rule, applied without separate dis- 
closure of “anticipated” losses obscures 
the facts. Just how significant dis- 
closure of all the facts is for pro- 
prietorship accounting purposes may 
be open to argument, but there can be 
no question that it is of the utmost sig- 
nificance for management accounting, 
the declared purpose of which is to 
give maximum possible useful informa- 
tion to business managers. So far as 
management accounting is concerned 
the case for abandonment of the lower- 
of-cost-or-market rule seems to me to 
be unanswerable. It should be aban- 
doned in favour of a rule which, while 
ensuring that costs carried forward 
will be only those which are expected 
to confer benefit on future accounting 
periods, will also clearly disclose to 
management all the elements that are 
hidden in the gross profit figure under 
the cost-or-market rule. Such a rule 
could also usefully be applied in pro- 
prietorship accounting, though perhaps 
the degree of disclosure desirable in 
published financial statements may not 
be as extensive as that which is essen- 
tial in accounting statements prepared 
for management. 


Let us return, in conclusion, to the 
relationship between accounting for 
stock for taxation purposes and ac- 
counting for stock for proprietorship 
purposes and management purposes. 
In this respect as in all other respects 
of measurement of income it is unfor- 
tunate that divergencies should occur, 
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but in the present stage of the evolu- 
tion of a consistent theory of account- 
ing, divergencies are inescapable. If 
the accountancy profession had really 
developed generally accepted and gen- 
erally applied standards of accounting 
for stock, and if those standards were 
logically founded, it would be possible 
to argue that income tax legislation 
could be generally simplified by re- 
quiring merely that, for taxation pur- 
poses, stock should be accounted for 
in accordance with those standards. 
But until that is done, we must recog- 


nise frankly that detailed legislative 
prescription is unavoidable. 

In these circumstances the worst 
that could happen would be that taxa. 
tion requirements should be regarded 
without question as setting satisfac. 
tory accounting standards. For taxa. 
tion purposes we must obey the lay. 
For accounting purposes we should 
concentrate our energies within the 
profession on sharper definition of in. 
come, and on effort to reach agree 
ment on accounting standards and to 
promote the universal application of 
standards which have become gener. 
ally accepted. 





Post-Graduate Scholarships 


The Trustees of the Services Canteens Trust Fund 
are inviting applications for two post-graduate 
scholarships, each tenable for up to three years, one 
for study in Australia (valued at £600 per annum) 
and the other for study overseas (valued at £A800 
per annum). The former scholarship may be granted 
for study or research in any approved subject at 
any Australian university, and the latter for one 
of several kinds of study, including any course at 
any approved university throughout the world. To 
be eligible, an applicant must be the child of a per- 
son who was a member of the Commonwealth 
defence services at any time between 3 September, 
1939 and 30 June, 1947. Application forms and full 
details are available from the Regional Secretary, 
Services Canteen Trust Fund, in each capital city. 
Applications for the overseas scholarship close on 
1 November, 1955, and for the Australian scholar- 
ship on 15 January, 1956. 
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AXATION as the subject of a Lon- 

don Letter during August seems 
singularly incongruous with the holi- 
day season, happily blessed by con- 
tinuous sunshine, cheering for visiting 
Australians and Britons alike. But this 
is not the holiday period in the Anti- 
podes and the recent Final Report of 
the Royal Commission on the Taxation 








by 


OUR LONDON 
CORRESPONDENT 











of Profits and Income is of more than 
passing interest and importance even 
beyond U.K. 


This letter can be no more than an 
attempted general description with pal- 
pable and inevitable omissions. 


Appointed by His Late Majesty in 
January 1951, the Commission laboured 
for four and a half years, publishing 
is Final Report in June 1955. The 
trms of reference were set forth in 
sme detail, but broadly were to in- 
quire into the present system of taxa- 
ton of profits and income, “due regard 
ting paid to the points of view of the 
laxpayer and the Exchequer.” The 
Chairman was Lord Radcliffe, G.B.E., 
a Lord of Appeal in Ordinary, who, 
in April 1952, succeeded the first Chair- 
man, Lord Cohen. (Visitors to the 
International Congress on Accounting 
N 1952 will recall the brilliant speech 
of Lord Radcliffe at the Guildhall Din- 
ut.) His colleagues included indus- 
malists, a Q.C., a Chartered Accoun- 
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tant, economists, a banker and trade 
union officials, who with the Chairman 
and an able secretariat, considered a 
vast volume of evidence, written and 
oral, and memoranda by the Board of 
Inland Revenue. 


The previous Royal Commission re- 
ported as far back as 1920, and clearly 
the time had come for a complete in- 
quiry. The war, high rates of taxation, 
the spread of taxation over wider 
classes in the community, the increase 
in the price level, the modern concept 
of welfare, the taxation of companies 
and the adaptation of administration 
provided a necessary and fruitful field 
for authoritative inquiry. To these 
factors must be added taxation as an 
instrument, among others, in influenc- 
ing the trend of the national economy, 
and its financial and social structure. 
Administration on the part of the Board 
of Inland Revenue and on the part of 
professional advisers to taxpayers and 
companies had become increasingly 
heavy. The Income Tax Act, 1952, 
which was purely a consolidating act, 
embracing much previous involved and 
amending legislation, is a helpful in- 
strument of reference even though it 
advanced no solutions of taxation prob- 
lems. The Commission now recom- 
mends regular consolidation every ten 
years but doubts whether full codifi- 
cation of income tax law as a whole 
is feasible, although codification of 
separate branches of the law might be 
possible. In spite of the admitted diffi- 
culties, some advance might be made 
in the way of clarity, for income tax 
legislation is notoriously involved and 
often obscure. And there are formid- 
able volumes of tax cases recording 
judicial decisions on tax law. Adminis- 
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tration of taxation can never become 
a simple business. 


The ground had been somewhat pre- 
pared in advance for the Royal Com- 
mission by two reports of Departmen- 
tal Committees appointed prior to the 
Royal Commission, under the chair- 
manship of Mr. (now Sir) Millard 
Tucker, Q.C., who was also a member 
of the Commission. The Taxation of 
Trading Profits was the subject of 
one of the Millard Tucker Committee’s 
reports, covering methods of computing 
net trade profits for income tax pur- 
poses; while the second report reviewed, 
in relation to tax, provisions for super- 
annuation or life assurance. Under 
schemes set up by employers or effected 
through assurance offices and approved 
by the Board of Inland Revenue under 
existing legislation, contributing em- 
ployees and the employers receive valu- 
able tax relief, subject usually to pen- 
sions, when paid, being taxable after 
earned income allowance thereon. No 
such tax relief, however, is available 
to the self-employed professional or 
business man. Many professional men 
have no disposable goodwill, e.g., bar- 
risters and surgeons; while for others, 
such as solicitors or practising accoun- 
tants, the resources of possible pur- 
chasers of goodwill are limited or non- 
existent. The situation is similar for 
many self employed business men. Their 
only recourse is to life or endowment 
assurance, affording comparatively 
minor tax relief relative to premiums. 
To this class of people provision for 
retirement, having regard to high taxa- 
tion and the rise in prices, is either in- 
tolerable or impossible. The Millard 
Tucker Committee addressed itself to 
this problem which affects people im- 
portant in the service of the community, 
but the recommendations in its second 
report await implementation at the 
hands of the Chancellor of the Ex- 
chequer and Parliament. They would 
cost the Exchequer money but are as 
necessary for an equitable distribution 
of the tax burden as they are to fill a 
much-felt gap in the treatment of pro- 
vision for old age. 
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On some points the Royal Commissio, 
expressed a different view from the 
Tucker Committees, while specifically 
endorsing others, e.g., its recommenda. 
tion on the taxation (partial) of lump- 
sum benefits on retirement took a some 
what more stringent form, while gen. 
erally it agreed that the field of super. 
annuation schemes attracting tax relief 
should be available to classes of earners 
at present denied it. 


Those who subscribed to the dissent. 
ing memorandum in the Royal Commis. 
sion’s report (see post) are against 
these further facilities for superannus- 
tion tax relief to self-employed persons 
and to controlling directors, with the 
exception of persons engaged in a pro 
fession or vocation involving little or 
no capital. Most self-employed people, 
it is contended, are not subject toa 
conventional retiring age; tax free 
savings (contributions) would be sub 
stituted for other savings, and they 
already have capital assets, whether 
real assets or shares. 


This note on the Millard Tucker re 
ports prompts reference to the second 
interim report of the Royal Commis. 
sion, which discussed the taxation of 
wages and salaries, including pay-as 
you-earn, permissible allowances and 
graduation, particularly in regard to 
family responsibilities. Among its re 
commendations were those aimed a 
reducing the burden upon middle class 
families. 


To return to the Final Report itself, 
there are—including the Memorandum 
of Dissent, an Annexe and Appendices 
—487 pages in a volume (6” x 94") of 
facts, closely-reasoned arguments and 
recommendations, and at the end isa 
masterly summary of recommendations 
in ninety short but understandable 
paragraphs. The Report is signed by 
the Chairman and nine of his co 
leagues, of whom seven (excluding the 
Chairman) append paragraphs of re 
servations on specific points—four paré 
graphs in all. But there is also 3 
Memorandum of Dissent by thre 
other members: a former Chairman of 
the Trades Union Congress, the Assit 
tant Secretary of the T.U.C. and 4 
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Cambridge economist. They make a 
more radical approach to the whole 
question and, while agreeing with some 
of the majority recommendations, ap- 
pend other recommendations of their 
own of a more drastic character on sev- 
eral of the main topics discussed, es- 
pecially income derived from property 
(widely conceived), conversely favour- 
ing more liberal treatment of salaries 
and wages. 

A concept of income is fundamental 
and a definition is not comprised in the 
existing tax code; but the Commission 
thought that no real advantage could 
result from the introduction of a gen- 
eral definition to cover so multifarious 
asubject as taxable income. It seemed 
content with the list of different classes 
of income grouped in the Income Tax 
Act, 1803, under five schedules, subject 
to the abolition of Schedule B which is 
now redundant. The five schedules with 
additions and alterations persist to this 
day and have been interpreted by 
copious decisions, of the Courts. The 
most important of the five schedules 
are :— 

Schedule A Income derived from real pro- 
perty. Including the taxation of owner- 
occupiers. 

Schedule D Income from trades, businesses 
and professions (including dividends), in- 
terest on loans and income from abroad. 

Schedule E Income from an office, em- 
ployment or pension. 

Income tax is paid by millions of the 
population, and sur-tax is an addition to 
Income tax on slices of income above 
£2,000. Companies also pay income 
tax and are additionally subject to a 
profits tax (224% on distributed pro- 
fits and 24% on undistributed profits). 

The dissenting minority present a 
short thesis on their idea of “taxable 
tapacity” and arrive at their concept 
of income as “net accretion of economic 
Dower between two points of time,” 
which involves the change in the value 
of a man’s property and therefore in- 
tudes capital gains. Another aspect 
of this concept is taxable income as an 
individual’s spending power during a 
period”. And in fact the minority toyed 
with the idea of a tax on expenditure, 
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but this was outside the terms of refer- 
ence, 

Clearly, in their discussions and re- 
commendations, members of the Com- 
mission kept before them some general 
guiding considerations: to impair the 
Revenue as little as possible; to main- 
tain or improve fairness between tax- 
payers or between one class of tax- 
payers and another; to have regard, 
within limits, to incentives and dis- 
incentives, to effects on inflationary 
tendencies and saving, to the provision 
and sources of capital for industry, 
and to the principle that “there is no 
equity in that which is not reasonably 
capable of being put into practice’. 
It was not to be expected that the 
Royal Commission would call for manna 
from heaven for suffering taxpayers. 

Chapters on expenses and benefits in 
kind have special interest and relevance 
for individual taxpayers.- There had 
been an impression of abuses, but the 
evidence was certainly not conclusive. 
Legislation in 1948 and administration 
led to more stringent procedure and 
control in the allowance of expenses 
and benefits in kind, particularly in the 
case of directors and of employees 
earning upwards of £2,000 p.a. 


The Schedule D rule (business and 
professional profits) in effect permits 
as deductible all expenses laid out or 
expended wholly or exclusively for the 
purpose of the trade, profession or 
vocation unless otherwise specifically 
designated as not allowable. In prac- 
tice some difficulties had arisen over 
such items as advertising and enter- 
tainment. The test of a deductible ex- 
pense was laid down by Lord Davey in 
a case in 1906: “It is not enough that 
the disbursement is made in the course 
of, or arises out of, or is connected with 
the trade or is made out of the profits 
of the trade. It must be for the pur- 
pose of earning the profits.” The Com- 
mission do not consider this test, which 
had influenced Inland Revenue adminis- 
tration, a good interpretation. Accord- 
ingly it is recommended that no altera- 
tion be made in the Schedule D rule for 
expenses but that the Lord Davey de- 
cision should be specifically disowned 
by statute. 
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The Schedule E rule is much nar- 
rower. Deductible expenses are limited 
to expenditure incurred “wholly, ex- 
clusively and necessarily” in the per- 
formance of the relevant duties. The 
narrow limits of this rule had for a 
long time received unfavourable com- 
ments in judicial decision, and tax- 
payers took a very poor view of the 
rule and its application. The report 
refers to “undue concentration on the 
test whether the employee would have 
actually breached the terms of his em- 
ployment if he had not incurred the 
expense.” Here the Commission have 
gone a long way to meet the widespread 
dissatisfaction by recommending that 
the rule should read “all expenses 
reasonably incurred for the appropriate 
performance of the duties of the office 
or employment.” The Commission ob- 
serve that even this extension will not 
cover expenses of “self-improvement” 
unless such self-improvement relates 
fairly to the office or employment. 


In dealing with expenses incurred 
for business, professional purposes or 
in the course of employment, the Inland 
Revenue had introduced the idea of a 
reduction of such expenses by an 
amount which in any event would have 
been incurred at home—designated 
“home-savings.” The Commission re- 
commend that this attempt should be 
abandoned. It had certainly been the 
cause of considerable irritation. 


Some slight modification in the ap- 
plication of the over-£2,000 rule is re- 
commended. 


A specific reference in 1951 to the 
then Chancellor of the Exchequer elici- 
ted a reply that the terms of reference 
entitled the Commission to consider the 
question of bringing within the scope 
of income tax or profits tax what are 
termed “capital gains’’—not at present 
taxable. 


The taxability of “isolated or occa- 
sional profit-making enterprise” is al- 
ready firmly established. Similarly 
annual profits derived from the pur- 
chase and sale of capital assets in the 
ordinary course of business, e.g., a 
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company dealing in (not merely ho. 
ing) securities or real property. The 
question for consideration was the de 
sirability of taxing as income a profit 
arising on the realisation of property, 
even though the earlier purchase by 
the vendor was not necessarily with , 
view to later sale at a profit. 


Having reviewed at some length the 
economic and practical consideration; 
involved, some submitted in varioys 
memoranda, the majority concluded: 
“we could not safely attach any weight 
to the economic arguments advancei 
in favour of the tax.” It might possibly 
have a disincentive effect on saving, 
even though it might discourage capital 
gains by people who otherwise might 
maintain a standard of living dispro 
portionate to income. The Board of h- 
land Revenue furnished figures reb- 
tive to the question of yield. Informs 
tion was lacking for any precise esti- 
mate to be made. But on the assump 
tion of a tax structure rather more op 
pressive than would be likely were the 
tax actually imposed, the net long-term 
yield at income tax and sur-tax rate 
would probably not exceed £50 million 
p.a., and it was not unlikely that the 
yield would vary between plus and 
minus £250 million. (Stamp dutie 
were treated as part of the cost of 
acquisition of property, and allowance 
made for loss of estate duty.) Thus 
the majority do not recommend capital 
gains as taxable for income tax o 
sur-tax. Two points may be added. 
The administrative machinery would 
require a considerable increase in Rev- 
enue staff. As things stand, transfers 
of sale, including sales of securities 
other than government securities, are 
subject to a stamp duty of £2 per cent. 
on the amount of consideration, yield- 
ing £35 million to £45 million p.a. 


The minority take a very different 
view of the taxation of capital gains, 
which they consider increase a person's 
power to spend or save (taxable capé 
city), and are not distributed in fair 
proportion to taxable incomes but are 
concentrated in property owners (pal- 
ticularly equity shareholders). So fat 
as capital gains are an outcome of i 
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fation “it is not our view that the tax 
code should be so devised as to insure 
taxpayers against the risk of inflation,” 
and they regard them as a method of 
tax-avoidance, especially on the part 
of sur-tax payers. Again they repre- 
sent that the risks formerly attaching 
to equity shares have been largely re- 
moved as a result of the new methods 
of economic control. But who knows? 
Their recommendation is that capital 
gains should be subject to income tax 
but, for reasons indicated, not to sur- 
tax. The estimate of yield made by the 
minority is upon different assumptions 
from those made by the Board of Inland 
Revenue. Bringing in capital gains 
made by companies and subjected to 
their proposed one-tier profits tax of 
334%, the minority consider the yield 
would be between £200 million and £350 
million. This does not allow for the 
consequential loss of estate duty, which 
after thirty years would not exceed 
twenty-five to thirty per cent. of the 
revenue from estate duties—say £35 
million to £42 million. 


A brief reference to the corporation 
profits tax is called for. A company 
pays income tax on its profits, the 
assessment being computed on the pre- 
vious year’s profits. (The Commission 
reommends the substitution of current 
year’s profits.) Part of that tax is 
recovered by the company by deduc- 
tions at the current standard rate from 
individual dividend payments. Profits 
tax is at the rate of 224% on the gross 
amount distributed as dividend and 
24% on the amount of undistributed 
profits. Profits below £2,000 are 
exempt and between £2,000 and £12,000 
there is abatement. Actually the lia- 
bility is created at 224% on all the 
profits, but 20% is witheld on the un- 
distributed amount and becomes pay- 
able on a subsequent distribution. 


Differential rates, the treatment of 
preference dividends and the charge 
for the withdrawal of non-distribution 
telief have given rise to serious criti- 
tism of the tax in its present form, 
the incidence of which is capricious and 
Varies with the gearing of the capital 
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of the company. The Commission are 
in sympathy with this criticism. 


Having discussed the merits of a 
single-tier system in substitution of 
the present two-tier system, the Com- 
mission find difficulty in formulating 
an ideal form of corporate taxation. 
The recommendation is in effect a com- 
promise. It is to continue income tax 
on companies, to establish a flat-rate 
of profits tax (on profits agreed for 
income tax as at present), and to re- 
move (for reasons stated) the exist- 
ing exemption and abatement. As an 
addendum it is necessary that the taxa- 
tion of company profits should be more 
than an attempt to collect personal in- 
come tax in advance; it is considered 
that the new flat rate should be a good 
deal nearer the present lower rate of 
24% than the higher rate of 224%. 


Outside the Commission, the case 
for a single-tier tax has met with some 
sympathetic comment. A _ single-tier 
tax is also the recommendation of the 
minority, who say that, after the in- 
troduction of their proposed capital 
gains tax, the existing discrimination 
between distributed and undistributed 
profits should go, and a uniform rate 
ef profits tax should be imposed, at 
the rate of 40% at first, falling to 334% 
when the capital gains tax has reached 
an effective stage. 


The penultimate item in this con- 
centrated review is the recommendation 
that every person carrying on a trade, 
profession or vocation should be under 
an obligation to keep certain simple 
business records unless a dispensation 
is given by the local Inspector of Taxes. 
This is a familiar theme to accountants. 
Apparently the area of deficiency in 
this respect—including inaccurate re- 
cords—is sufficiently wide to make it 
necessary to introduce this sound pro- 
posal. It is a pity that what is ob- 
viously reasonable and sensible busi- 
ness practice cannot be taken for gran- 
ted, without the addition of another 
“must” to the statute book. But clearly 
it is a salutary recommendation. 


The end of this letter is by no means 
the conclusion of all the topics dis- 
cussed by the Commission, and many 
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of the omissions are equally material 
with those already mentioned especially 
to the accountancy profession. There 
are discussions of stock valuation 
(FIFO and LIFO), depreciation on an 
historic or cost of replacement basis 
(the former being recommended), over- 
seas profits, income from property 
(real), tax avoidance and evasion. But 
perhaps readers, if inclined, can pursue 
these topics later as opportunity offers 
and critical reviews are published. 


Thoughout, the Commission based its 
deliberations upon the assumption that 


there will not be any marked increage 
or decrease in the purchasing power 
of money in U.K.—an assumption that 
not surprisingly has been the cause of 
some comment. Had it been assume 
that there would be a persistent decline 
in the value of money, the Commission 
in dealing with the inflationary element 
in profits might have started on a dif. 
ferent basis and perhaps have reached 
a different conclusion. 

Finally two factors have dominated 
every approach to improvement of the 
system of taxation: “one is its weight 
and the other its complexity.” 

—A.AG. 





Scientific sampling enables rou- 
tine checking to be reduced while 
control over the quality of clerical 
work is maintained. 


Taking Invoices on Trust 


UCH interest has been aroused by 

the suggestion of Professor W. J. 
Vatter, the visiting Fulbright lecturer, 
that it is not always necessary to verify 
invoices before payment. Revolutionary 
as the suggestion may seem, it is never- 
theless a sound one, based on extensive 
research. 


In an article entitled “The Frequency 
and Importance of Errors in Invoices 
Received,” Accounting Research, Octo- 
ber, 1952, R. H. Gregory describes the 
results of a detailed study of 35,000 in- 
voices received by an automobile manu- 
facturer from several hundred vendors. 


He deals separately with the two 
aspects of invoice verification: checking 
of extensions, and checking of quanti- 
ties received. With regard to exten- 
sions, he found that the net amount of 
corrections to invoices with totals about 
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to $50 (a little over £20 Australian) 
was so small as to be of no consequence. 
One-third of all invoices had totals of 
$50 or less. He concludes that it does 
not seem to be necessary to check the 
arithmetic of more than a small pro 
portion of these low-valued invoices. 


From his examination of quantity 
adjustments, Gregory concludes that 
the work of weighing or counting 
material on receipt had no appreciable 
effect on the amount paid for the 
material received. The only useful pur 
pose of verifying quantities was 
deter vendors from _ short-delivering 
systematically, once they had found the 
buyer’s receiving procedures to be lat. 
But this would not require a complete 
check of every delivery. 


In short, Gregory found that it was 
not necessary to check every involé 
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hefore payment, because most vendors 
are honest and most invoices are sub- 
stantially correct. 


About the same time, however, some 
papers appeared indicating that ven- 
dors were abandoning verification of 
wtgoing invoices. Shartle, in the Jour- 
nl of Accountancy, August, 1952, and 
Hanna, in the WN.A.C.A. Bulletin, 
December, 1953, revealed that the Stan- 
dard Register Co., and International 
Business Machines respectively were no 
longer checking the majority of their 
outgoing invoices. 

At first sight, it seems that we have 
here the ingredients of a chaotic situa- 
tion. With buyers relying on vendors 
tosend them correct invoices, and ven- 
dors allowing their invoices to go out 
unchecked, it would soon be impossible 
eaane who owed how much to 
whom. 


The safeguard against this, however, 
is sampling. When the frequency and 
importance of errors in a particular 
group of invoices have been determined, 
ad a decision made on the basis of this 
aamination to stop checking that 
group of invoices, the decision is ob- 
viously valid only while the incidence of 
rors in the group remains at or be- 
bw the level found at the time the de- 
sion was made. Both vendors and 
buyers therefore need to institute a 


system of sampling which will reveal 
any changes in the frequency or im- 
portance of errors. 


At I.B.M. according to Hanna, check- 
ing of invoices for less than $100 has 
been confined to a three-monthly sample 
of 3,000. The frequency of errors in 
this sample is plotted on a chart which 
reveals any departure from the estab-- 
lished frequency. Any change in the 
magnitude of errors is revealed by 
another calculation based on the first 
twenty-five errors in the three-monthly 
sample. 


The Standard Register Co. uses sam- 
pling for a day-to-day check of the 
quality of the invoicing operation; by 
this means, bad work is caught before 
it gets to the customer. A record is 
kept of the performance of each em- 
ployee. 


(Similarly, one would expect a buyer 
to keep a record of the performance of 
each vendor.) 


In conclusion, Gregory’s summary is 
worth quoting: 


“Selection of samples of invoices for proces- 
sing (ranging from near zero for invoices for 
small dollar amounts to near 100 percent for 
invoices for large dollar amounts) would 
probably decrease the cost of processing in- 
voices by a larger amount than the dollar 
effect of mistakes not discovered. The chief 
purpose of examining samples of invoices 
would be to make certain that the frequency 
and importance of the errors did not change 
without being discovered.” 





VIGNETTE 


With measured tread, 

A figure of dread, 

He travels far and wide. 
His frown can make 
The highest shake, 

While lesser mortals hide. 
No trumpets blare 


A loud fanfare 


To herald his approach. 
Where silence lurks 

The auditor works— 

“Sans peur et sans reproche.” 
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A Scientific Pattern 
for Accounting Theory 


R. J. CHAMBERS 


IKE all arts, accounting has become 
the subject of theorising late in its 
life; by comparison with some arts, 
very late in life. The slowness with 
which concepts and generalisations 
about the relationships between con- 
cepts have been developed is probably 
due to the fact that accountants have 
always regarded their work as prac- 
tical, an art which can be learned to 
the point of practical utility by apply- 
ing the seat of the pants to the seat 
of the high stool. Most of the practical 
men have seen no need to reconsider, 
or to attempt to clarify, the methods 
they have used. Few indeed of the 
partners in the oldest and largest prac- 
tices have left any contribution to know- 
ledge about accounting by which they 
may have been remembered. They have 
gone about their work, as most prac- 
tical men do, simply confident of the 
propriety of their methods and of the 
value of their services to the com- 
munity. 


Simple confidence is of course, a 
comfortable state of mind. It allows 
one to go about his business without 
any gnawing fear that his technique 
may not be as efficacious as he has been 
led to believe. It relieves him of the 
painful problem of devising and ex- 
perimenting with alternative tech- 
niques; it even saves him from thinking 
about the purposes for which his tech- 
nique exists at all. It is natural, there- 
fore, that those who have slipped into 
technical somnolence should be sus- 
picious of theory, for it is the annoying 
habit of theorists to question estab- 





R. J. Chambers, B.Ec., A.A.S.A., is Asso- 
ciate .Professor of Accounting in the 
University of Sydney. 
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lished beliefs and customary proce 
dures. 

However, simple confidence is a poor 
foundation for an art which is prac. 
tised in a continually changing environ. 
ment. In the last hundred years, the 
growth in importance of the business 
corporation, the spread of private in- 
vestment, the increase in taxation m 
incomes, and the fluctuations in the for. 
tunes of business through wars and de 
pressions, have brought under notice 
the need for some changes in account- 
ing practices. The confidence even of 
practitioners was shaken, and attention 
began to be directed to the “principles” 
on which accounting was believed to 
be based. 


The Search for Standards 


One of the more obvious problems 
arose from the negotiability of security 
investments. The legislation whic 
created the limited liability company 
recognised that investors needed it 
formation on the financial] affairs of 
companies, by providing that public 
companies should publish financial 
statements annually. But of what ux 
would this be if companies were 
adopt different methods of computing 
income, or if they were to use technical 
terms indiscriminately in statements 
the recipients of which are mainly lay 
persons? Uniformity of method and 
terminology appéared to be such an if 
portant objective that many professional 
associations sponsored the publication of 
statements on these matters. Whether 
or not this legitimate and justifiable 
desire for uniformity led to the s 
for “accounting standards”—the fou? 
dations of “good” contemporary prat 
tice—is not clear. But there appeals 
to be some ground for believing that 
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the two movements had similar origins, 
or that one gave rise to the other, for 
both arose in the ’thirties in the United 
States. 


Looking back, one is prompted to 
ask whether the search for accounting 
standards, and even the use of the 
term “accounting standards,” was not 
premature. Paton and Littleton used 
the term in preference to “principles” 
for the latter “would generally suggest 
a universality and degree of perman- 
ence which cannot exist in a human- 
s service institution such as accounting.” 

But it is doubtful whether such an im- 
pression is avoided by the use of “stan- 
dards”; a standard may well be taken 
to be something established by autho- 
rity, accepted, or generally approved, 
and the suggestion of authoritarian sup- 
port is as much to be avoided as the 
suggestion of univerality or perman- 
ence. The reason for asking whether 
the attempt to establish standards was 
premature, however, lies in the neces- 
sity for establishing foundations before 
worrying about standards. As yet it 
can scarcely be claimed that the founda- 
tions of accounting have been thorough- 
ly examined; there are still large areas 
inwhich material differences of opinion 
exist. In fact, the whole process of 
conventional accounting should be con- 
sidered as nothing more than the con- 
sequence of an hypothesis. In these 
tireumstances it seems to have been un- 
fortunate that attention was diverted 
from the development of a theory of 
the subject to the development of stan- 
dards for practice. 


The student of any other discipline 
may find it strange that the literature 
of accounting lacks the familiar signs 
of scientific discourse. Even though 
the subject has been rescued from de- 
tining into dogma, it is still difficult 
to trace the elements of logical and 
methodical enquiry through the writings 
of its exponents. The general treat- 
ment of the subject is lacking in rigour. 

ere are many categorical statements 





l. An Introduction to Corporate Accountin, 
Standards, 1940. p.4. . 
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which ought to be recognised as hypo- 
theses only; there are some examples 
of inductive and deductive reasoning, 
but few examples of the systematic use 
of both to test or to support a hypo- 
thesis; there are many examples of 
value-judgments masquerading as rea- 
soned conclusions. Several general 
types of deficiency are worth noticing. 


Adoption of Rules as Theory 


It is paradoxical that the literature 
of a subject, the practical effect of 
which is to promote knowledge about 
other things, is lacking in evidence of 
appreciation of the ways of acquiring 
knowledge about itself. The labels at- 
tached to many propositions and con- 
cepts bear no similarity to the cate- 
gories of scientific methodology. The 
commonly used classification of “basic” 
concepts into doctrines and conventions 
is ideally suited to give notice that the 
subject matter is not amenable to the 
same treatment as other studies. The 
persistence of these terms through six- 
a years shows that notice was duly 
taken. 


To be fair to Gilman, it should be 
pointed out that his Accounting Con- 
cepts of Profit is concerned with the 
practice of accounting. It was perhaps 
proper that he should describe as “‘doc- 
trines” what were generally laid down 
as desirable practices, and as “conven- 
tions” what were commonly accepted 
practices, for he was not engaged in a 
study of the theory of the subject. If 
the latter had been his purpose, he 
would have had to take these observed 
practices as things needing inquiry and 
investigation. He was aware of the 
internal inconsistencies between some 
of the propositions he described, but he 
was not concerned with the construction 
of a self-consistent body of rules or 
principles. His followers have, unfor- 
tunately, borrowed his framework, 
adopted substantially the same con- 
cepts, and called the lot “accounting 
theory,” regardless of the lack of pre- 
cision of some of the concepts, and of 
the contradictions between them. There 
has been no attempt to link these con- 
cepts, or to set one against the other 
for the purpose of discovering more 
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general concepts or fundamental pro- 
positions. In some cases the order in 
which the propositions are treated 
strongly suggests that the connexion 
between them is quite misunderstood. 
The study of the subject has not passed 
the stage of crude observation; it is a 
pity that rules are based on such an un- 
substantial foundation. 


Excessive Abstraction 


The need for abstract thinking ap- 
pears to have arisen before the art of 
meaningful abstraction has been mas- 
tered. If abstractions must be used, 
they should be used with care; to do 
otherwise is unfruitful and may be mis- 
leading. 

“Accounting” is an abstraction. When 
it is used without qualification, it is 
reasonable to suppose that it is used 
with reference to the whole of a general 
class of processes, all of which are called 
“accounting’’—single entry accounting, 
double entry accounting, business ac- 
counting, governmental accounting, etc. 
Many statements about accounting are 
invalid, because although they use the 
universal term they are asserted in 
contemplation of only one of its par- 
ticular varieties. Professor Bray writes: 
“the familiar idea of double-entry is 
quite fundamental to all accounting 
theory.”2 There can be no doubt of 
the universality of the last three words. 
But is it true that there can be no 
theory of single entry accounting? Pro- 
fessor Littleton calls his monograph 
Structure of Accounting Theory. But 
on examination it turns out to be con- 
cerned solely with double entry account- 
ing, on an accrual basis, for business 
enterprises—three distinct limits which 
make the use of the universal term in- 
appropriate. It may be felt that to 
quarrel with such usages is splitting 
hairs, because the context in which the 
term is used clearly suggests the limita- 
tions which have been imposed, and 
any person is quite at liberty to limit 
his discourse in any way he pleases. 
But if the limitations are not explicit, 





our Essays in Acounting Theory, 


2. F 
0.U.P. 19538. p.4. 
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abstraction can lead to confusion and 
to neglect of the part of the subject 
which is excluded. 


This may be illustrated by reference 
to the entity concept. “Accounting 
entity” is an abstraction used to enable 
general statements to be made about 
accounting for different organisations 
with verbal economy. Without quali- 
fication the term can only be used 
validly in connexion with statements 
which are true of all accounting for 
whatever entity. There are very few 
such statements. It was pointed out 
in a previous paper® that organisations 
differ in material particulars, particu- 
lars which determine the type of ac- 
counting which is appropriate. These 
particulars may be derived from ob- 
servation of different organisations; 
they do not arise within accounting, 
and no proposition in accounting can 
dispose of them. 


Let it be assumed that there are four 
possible differences in entities :— 


A, differences in expectation of exist- 
ence: 
a,, continuity; 
Qo, liquidation; 
B, differences in expectation of in- 
come: 
b,, profit objective ; 
bo, no profit objective; 
C, differences in attitude towards 
capital: 
¢,, real capital to be mai-- 
tained; ; 
C2, money capital to be mait- 
tained; 
C3, Maintenance of capital not 
of prime importance; 
D, differences in attitude towards 
participants: 
d,, contractual rights enforce- 
able and enforced ; 
ds, contractual rights not mg 
orously exercised. 


The differences listed are not exhaus 
tive, but they will suffice for the pur 
pose of illustration. It will also be sufi- 
cient to consider two types of orgall 
sation in order to suggest the differ- 


8. “Blueprint for a Theory of Accounting,” 
Accounting Research, Jan. 1955; Aus 
Accountant, Sept. 1955. 
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ences in accounting method which may 
arise. 

A business corporation may be de- 
fned in the above terms as a,b,¢,d;; 
a professional association as a,beCsdb>. 
What proposition may be formulated 
for the recognition of gross income in 
each of these cases? For abed: the 
results of a year and the financial posi- 
tion at its end will be fairly represented 
if income is recognised when a claim 
arises. This, because a business cor- 
poration has legal rights to enforce 
such claims and has usually no hesita- 
tion in exercising them. But for a:beesd:, 
the results of a year and the financial 
position at its end will be fairly repre- 
sented if income is recognised when 
cash is received. This, because a pro- 
fessional association usually prefers to 
remove defaulters from its membership 
rather than to take legal action for the 
recovery of subscriptions. 


Each feature of the accounting pro- 
cess would require a proposition, for- 
mulated in a similar way, and if neces- 
sary recognising the differences of re- 
sult arising from differences in entities. 
In some cases a proposition expressing 
a general idea would need to be supple- 
mented with subsidiary propositions. 
The theory of accounting for each en- 
tity abed would thus consist of a series 
of propositions related to one another 
and related to the observable or as- 
sumed characteristics of the entity. 


The method of defining entities used 
above may appear to be cumbersome, 
but it is a certain way of ensuring that 
distinctive characteristics are not over- 
looked in the process of formulating 
hypotheses, procedures, rules or what- 
not. It is a safeguard against making 
general statements which purport to be 
miversally true but which are valid 
only in a limited class of instances. 


Unwarranted Limitation of the Field 
of Study 


Errors and omissions appear also 

ave arisen from failure to look fur- 
ther afield than the processes of ac- 
counting. Attention will be confined 
© business accounting. If accounting 
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is considered to be a service function, 
its methods and assumptions should be 
tested by reference to the needs of 
business and businessmen; and, except 
for the purpose of dealing with the his- 
tory of business or accounting, the 
needs of the contemporary business and 
businessman. At major points in expo- 
sitions of accounting this test is avoided. 


An opportunity for a penetrating 
examination of the needs of business- 
men seems to have been missed by Pro- 
fessor Littleton. He sets down‘ twenty- 
three “inductively derived principles.” 
But his description of the inductive pro- 
cess is simply this: “Long ago the basic 
methods of double entry were worked 
by trial and error . . . practices were 
presently verbalized into rules and pro- 
cedures . . . Methods devised by many 
different people were used and tested 
by many others, Over the years, and 
by common consent after tested use, the 
most suitable procedures became gen- 
erally accepted practices. Teachers... 
found it necessary to supplement the 
accumulated rules and descriptions of 
procedure by explanations and justi- 
fications . . . Hence it is appropriate 
to say that both the methods of practice 
and the explanations of theory were in- 
ductively derived out of experience.” 
Clearly the study is limited to methods 
and procedures which have come to be 
accepted. 


Further, the use of the term “induc- 
tively derived” appears to be inappro- 
priate. It conveys the impression that 
the principles which follow have arisen 
simply from the observation of a num- 
ber of specific instances, that they are 
statements of general truths which are 
demonstrated by particular cases. An 
inductive proposition is usually stated 
in a positive form; it can be so stated 
because it is a statement of fact. But 
none of Professor Littleton’s principles 
is in the positive form; they are all 
imperatives! They begin with Define, 
Make, See that, Recognise, Ignore . . . 
Statements of this kind cannot be de- 
rived by induction. They are rules; 
they may have some kind of inductive 
basis, but they necessarily incorporate 
a (frequently undisclosed) value-judg- 





4. op. cit., p.185. 
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ment. They may be quite proper in a 
practical handbook, but they are not 
theory. What is more, it is apparent 
from the above quotation that there 
are some deductive elements in the 
derivation of the author’s principles. 
“Trial and error” involves a deductive 
process, and “justification” is often en- 
tirely deductive. Nevertheless, it ap- 
pears that Professor Littleton intended 
to limit the sources of his propositions 
to observable phenomena, and to avoid 
the use of the deductive method. 


Besides, there are certainly some as- 
sumed limitations of the scope and func- 
tion of accounting beyond which inquiry 
is not pursued. To impose limits with- 
in the subject seems to be at variance 
with the view that accounting is a 
“human-service institution,” a view that 
is recognised by the author in his 
earlier work in collaboration with Pro- 
fessor Paton. 


One other example of failure to ex- 
tend inquiry backwards to business 
usage may be noted. Messrs. Yorston, 
Smyth and Brown observe: “Until re- 
cently it was held that a balance sheet 
showed the financial condition of a con- 
cern as at a given date. This view is 
now untenable.”® These are reasonable 
enough observations. But the authors 
are not prompted to ask whether a 
statement of financial condition is, in 
fact, required by businessmen. The 
limitation of conventional accounting is 
accepted without question. This is legi- 
timate in a work designed to teach the 
practice of accounting. But it is in- 
appropriate. to leave the matter in the 
air in a treatment of the theory of the 
subject; and the chapter from which 
the quotation is drawn is a chapter on 
“accounting theory.” 


Brief Outline of a Method of Acquiring 
Knowledge 
The time seems to be ripe for a 
thorough re-examination of the nature 
of the propositions which would consti- 
tute a theory of accounting. It appears 
to be particularly important to recog- 


5. Advanced Accounting, Vol. 1. p.9. 
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nise the distinction between the art 
and practice of accounting, and the body 
of knowledge about accounting. That 
is to say, the propositions which are put 
forward as instructions to accountants 
are to be distinguished clearly and un. 
equivocally from the propositions put 
forward as a means of increasing know- 
ledge of the accounting function. To 
confuse the two may lead, as it appears 
to have done in the past, to an m- 
edifying mixture of theoretical propo- 
sitions and practical rules. 


Within the body of knowledge about 
accounting there will be no imperatives, 
This does not mean that writers about 
accounting are prevented from advo 
cating certain practices or procedures. 
But when they do so they should be 
recognised as having, for the purpose 
in mind, abandoned the status of 
theorist for that of advocate. The dif- 
ference is material. The only tests to 
which theoretical propositions may be 
subjected are tests of the validity of 
the premises and tests of the validity 
of the reasoning. The statements of 
an advocate may in addition, however, 
be subjected to tests of the value-judg- 
ments which influence him to state his 
case in the imperative form. The im- 
portance of the distinction between 
these tests lies in the effects which criti- 
cism may have on the conclusions 
reached. One may effectively dispose 
of a defective theoretical conclusion by 
demonstrating its premises or its rea 
soning to be invalid. It is not nearly 
so easy to destroy a stated case, because 
value-judgments are subjective and 
there is no certainty that one’s own 
value system will be acceptable to or 
accepted by others. On the other hand, 
it is not usually difficult to identify a 
stated case; “must” and “should” are 
sufficient warning of the need to ask: 
what system of values is invoked here? 


Within the body of knowledge about 
accounting there will be both positive 
and hypothetical propositions. A p0si- 
tive proposition arises from observa 
tion; it is a generalisation about cer- 
tain characteristics of the instances 
under observation. Such generalise 
tions are true only of the cases ob 
served, and only in respect of the quali- 
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ACCOUNTING THEORY — Continued 


ties under observation. They may be 
interesting of themselves, but their pri- 
mary function is to provide the founda- 
tion for further generalisations about 
the whole family of instances of which 
those observed are a part. 


These deduced propositions may con- 
cern themselves with explanation of the 
observed facts; or they may use the 
observed facts for the purpose of de- 
riving dependent propositions. Thus, 
for example, it is apparent that “ac- 
counting statements are a means of 
communication.” This is an inductive 
generalisation. It may be considered 
to represent the consequence of certain 
things—the complex nature of business, 
the remoteness of management from 
the points at which events occur, the 
legal and conventional pattern of rela- 
tionships between an accounting entity 
and its supporters. Knowledge about 
accounting will be increased by dis- 
covery of the conditions which give rise 
to the use of accounting statements as 
means of communication. There may 
be many such conditions, all of which 
may not be identified at any time. The 
propositions which describe these con- 
ditions will therefore be under con- 
tinuous scrutiny to ensure that none has 
been overlooked. This process of dis- 
covering the conditions underlying cer- 
tain observed facts will be proceeded 
with to the point where the subject 
under study ends and some other science 
begins; for it is reasonable to take as 
premises the conclusions of another 
field of study. The underlying condi- 
tions, when discovered, may be taken 
a premises or assumptions for the de- 
velopment of ideas about—to pursue 
the example—accounting as a means 
of communication. It may transpire 
that these ideas represent quite a dif- 
ferent kind of accounting from that 
about which the original observation 
was made. But note that these derived 
Propositions are hypothetical. They 
will be true on the hypothesis that all 
the premises which have a bearing on 
the conclusion have been taken into 


| Consideration. 
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On the other hand, the same obser- 
vation “accounting statements are a 
means of communication” may be taken 
as a premise, not as a consequence. It 
is a broad general idea which, of itself, 
provides no detail either of the par- 
ticular kinds of information which may 
be communicated, or of the ways in 
which that information may be ob- 
tained. To provide this detail, sub- 
sidiary propositions will be enunciated; 
they will usually arise from relating 
different kinds of facts or from relat- 
ing facts to prior deductions. Here 
again, it is necessary to keep the pre- 
mises under constant scrutiny. The 
facts may change, new combinations 
of facts may arise; and even though 
they do not destroy the validity of the 
general idea they may necessitate re- 
statement of the subsidiary proposi- 
tions. 


There may thus be developed a sys- 
tem of propositions, a theory of the 
subject, which will represent certain 
procedures. At this stage it is neces- 
sary to see whether the theory fits the 
facts as a whole. If the procedures 
indicated by the theory are found in 
practice, the premises and the reason- 
ing may be considered to be valid. If 
the hypothetical procedures are at 
variance with practice, several kinds 
of inference may be drawn. The as- 
sumptions or premises may be inade- 
quate; the reasoning may be illogical; 
or there may be temporarily operating 
factors which prevent the practice from 
conforming with the theoretical model. 
The former two possibilities would re- 
ceive attention first, but if the theory 
is not inadequate on those grounds the 
third possibility would be considered. 
At this point it may be necessary to 
admit value-judgments as hypothetical 
causes. But not for the purpose of 
adopting any particular scale of values; 
merely for the purpose of discovering 
what value system explains the adop- 
tion in practice of a method which does 
not conform with the method suggested 
by the theory. The identification of 
exogenous factors such as regulation, 
custom ‘and inertia, and some know- 
ledge of their importance is useful both 
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to the theorist and to the advocate of 
changes in practice. It provides the 
one with an explanation, and the other 
with a point of departure. 


A theory worked out on the above 
lines may be expected to have many 
advantages over the fragmentary and 
unconnected generalisations which are 
now current. Firstly, the development 
of rules for practice would be recog- 
nised as a pursuit distinct from the 
search for knowledge about accounting. 
Theory, as such, is not committed to 
the support of any specific technique, 
new or old. The theorist is free to 
ask any question in pursuit of know- 
ledge about his subject, and as theorist, 
all practices, actual or hypothetical, 
and all phenomena which may be causes 
or consequences of accounting practices, 
are of equal interest to him. Secondly, 
the scientific method provides the means 
of linking ideas, of forming a network 


of ideas, in which each is necessarily 
related to the others as antecedent ty 
consequent, or as premise to conclusion, 
or as cause to effect. And thirdly, this 
method is more likely than the prevail. 
ing notion of accounting theory to lead 
to an extension of knowledge about 
accounting; for the propositions which 
would be enunciated could be readily 
identified as assumptions, inductive gen. 
eralisations or deductions, and the in- 
minent necessity of testing hypothetical 
propositions by reference to the facts 
of the business world would prevent the 
assertion of unwarranted or unrealistic 
conclusions. 

If the study of the subject proceeds 
in this way it should be possible to 
avoid what Roger Bacon described a 
“four stumbling blocks which hinder 
well-nigh every scholar: the example 
of frail and unworthy authority, long 
established custom, the sense of the 
ignorant crowd and the pretense of 
wisdom.” . 





Society Conventions 


A week-end convention, arranged by the Canberra 
Branch Council, is to be held at Canberra from 25 
to 27 November. Papers will be presented by Sir 
Alexander Fitzgerald, Professor R. I. Downing and 
Mr. P. S. McGovern. Further details are published in 
News and Notes, on page 448 of this issue. 

A convention of the Victorian Division is to be 
held at Clifton Springs Hotel in the same week-end. 
The subject under discussion will be The Accountant 
as an Executive, and the discussion will be led by 
Messrs. R. E. Gregory, R. G. Baxter, and Dr. Harold 
Craig. 
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A criticism of the “Blueprint 
fora Theory of Accounting” sug- 
gested by R. J. Chambers, Aus- 
tralian Accountant, September. 


Blueprint for a Theory 
.-+A Rejoinder 


AT “Accountants do not appear to 
have any complete system of thought 
about accounting .. .” is regarded by 
Associate Professor R. J. Chambers as 
a fundamental deficiency. It is a more 
generalised criticism than the reference 
to the absence of “a complete philo- 
sophical system of thought about income 
...’ the lack of which was deplored by 
Professor J. B. Canning in Econo- 
metrica (Vol. 1, 1933, pp. 52-62) in a 
paper entitled “‘A Certain Erratic Ten- 
dency in Accountants’ Income Pro- 
cedure.” 

It has, however, also appeared to 
Professor Chambers that accountants 
as a class are almost unique in their 
failure to satisfy these alleged needs. 
The absence of systems of ideas which 
would serve as references or criteria of 
performance is the reason (he says) 
why “accounting lacks the sharpness, 
the progressiveness and the vitality” of 
other arts and sciences (economics for 
example) which are, by implication, the 
proud possessors of such inestimable 
advantages. 

Accounting is a difficult and compli- 
cated subject, not only because of the 
complexity of the multitude of exchange 
transactions with which accountants 
must deal, but also because of the 
infinite variety of accounting entities 
and the further complexities of the 
human and social behaviour of the “con- 
tributing parties.” In accounting, as in 
economics, it is not unusual to see this 





Ashley Forster, F.A.S.A., is in practice 
in Sydney, N.S.W. 
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craving for more synthesis and unity, 
for a greater simplicity of ideas, which 
would make both the learning of the 
art and its practice so much less 
arduous than it is in fact and in reality. 
In accounting, as in economics, several 
points of view are frequently tenable; 
proof of any one of them is not con- 
clusive, hence the art of synthesis is 
largely in the hands of the individual 
practitioner. In economics, as in ac- 
counting, may be found the same funda- 
mental deficiencies but the economists 
have been much more adroit in assum- 
ing them away. Either that, or they 
as frequently do not mention or explain 
them at all; perhaps the economists, 
too, were simply not aware of the need 
to do so. 


Accounting can never attain to the 
kind of precision and certainly which is 
found in a few of the physical sciences. 
Economics is in the same position as 
accounting in this regard. In these 
“social sciences” the “things” with 
which we must deal possess the unfor- 
tunate capacity of “altering course” at 
the very moment of observation and of 
doing so in a quite unpredictable 
fashion. We may still however observe, 
question and reason. It is not, after all, 
an entirely fruitless task to try to de- 
velop a theory of accounting. But, as if 
the delineation of a theory of account- 
ing were a too shattering crescendo we 
are offered, diminuendo, a “blueprint” 
for a theory. A blueprint. however, 
presupposes that a plan is drawn, but 
what we have in Professor Chambers’s 
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four propositions is no more than a 

rough sketch of what he thinks, and 

no doubt believes, to be necessary toa 
theory of accounting :— 

(a) Certain organised activities are carried 
out by entities which exist by the will or 
with the co-operation of contributing 
parties. 


(b) These entities are managed rationally, 
i.e., with a view to meeting the demands 
of the contributing parties efficiently. 


(c) Statements in monetary terms of the 
transactions and relationships of the 
entity are one means of facilitating 
rational management. 

(d) The derivation of such statements is a 
service function.’ 

The first proposition (a) is (we are 
told) “general enough to cover every 
circumstance for which accounts may 
be required . . .” This is general enough. 


The second proposition (b) can be 
interpreted (it is said) “in the sense of 
maximising economic returns or in the 
sense of maximising all returns to the 
contributors . . .” Assuming for the 
moment that “economic returns” and 
“all returns to the contributors” are 
capable of a reasonably lucid and un- 
ambiguous explanation (and this is a 
mighty assumption) “rationality” is 
found to have been equated with “maxi- 
misation of returns.” The literature of 
economics is full of this concept of 
“maximising” but in the real world it 
is frequently not the case. 


You find yourself hard up against the 
diversity of ends which people pursue; 
questions of taste arise and you must, 
perforce, leave the field of science 
altogether. De gustibus non. est dis- 
putandum: there is no disputing tastes 
—scientifically anyway. 

The third proposition continues in the 
same “general” strain. “Statements in 
monetary terms” are “one means of 
facilitating rational management.” They 





1. Cf. “Assumptions for Accountants,” by 
F. R. Morgan, The Australian Accountant, 
January, 1953, p. 23, in which three basic 
assumptions of the theory relating to account- 
ing are advanced: (a) the firm or business 
exists to earn income; (b) the firm is a con- 
tinuous entity (intends to live indefinitely) ; 
(c) the future is uncertain. 
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are the only sort of statement germane 
to the subject matter of enquiry.’ 


The positive form of (d) does not 
dispense with the necessity of proof, 
If (d) has meaning, apart from its 
character as an assertion of fact, it 
may be a corollary of (b) and of (¢) 
but this is questionable. Alone it isa 
semantic blank; if it is to be linked 
with (b) and (c) it is hardly a self. 
evident inference from (b) and (ce), 
Again, if we are to accept the explana- 
tion offered in relation to (d), then (d) 
becomes normative in character ; an ex- 
pression of what ought to be rather 
than of what is; a statement of what is 
desirable rather than a statement of 
fact. That real world conditions may 
sometimes coincide with the conditions 
stated in (d) is not of itself conclusive. 


Allowing for abstraction, for “ideal- 
ising,” it would not be a valid criticism 
to say that these four propositions dis- 
tort reality, or that they over-simplify. 
It is, however, quite valid to ask: is this 
(what is given) the blueprint or plan 
for a good theory? If much is omitted 
(in the process of abstracting or idealis- 
ing), is the lack of sharpness and 
vitality greatly outweighed by “the 
beam of illumination and understand- 
ing that is thrown over the diverse 
empirical data .. .”? Where, in fact, is 
the illumination? 





2. The four propositions which are here 
under review incorporate the entity concept 
and a concept of rationality which is equa’ 
with maximisation of profits or returns. There 
have been other earlier attempts to foist 
upon accounting these basic ideas of the 
economic theory of the firm but even amongst 
economists there is no unanimity of thought, 
nor has any satisfactory degree of systematisa- 
tion or completeness been achieved. In this 
controversial area if it is asserted that ac 
countants are blind, the economists are no 
less blind, and “when the blind lead the blind 
both shal! fall into the pit.” Accounting is the 
subject matter of enquiry, not economics. 
Accounting is the process of recording, 
classifving and counting exchange dealings; 
and the accounting approach to the pre 
sentation of information which records, 
measures and interprets the outcome of 4 
series of such dealings, and takes stock of 
possessions and changes in possessions, is cer 
tainly the best means so far emploved for 
these purposes, whether in the sphere of 
entity accounting or social accounting. 
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The inescapable conclusion is that 
these are four propositions that express 
ideas which have been generalised so 
far beyond the field of accounting as no 
longer to be useful for the purpose for 
which they purport to have been con- 
structed. 


The article is certainly interesting; 
its provocative qualities are a needed 
and useful stimulus. The principal 


fault, it seems to me, lies in the attempt 
at “logical elegance and fine-spun 
beauty,” characteristics which, for our 
purposes, are entirely irrelevant. As 
Professor Paul Samuelson of the Mas- 
sachusetts Institute of Technology once 
wrote: “Like eggs, so with theories, 
there are only two kinds: good ones 
and bad ones . . . The test of a theory’s 
goodness is its usefulness in illuminat- 
ing observational reality ...” The same 
applies, equally to any “blueprint for a 
theory.” 





Notes prepared by the teaching staff of the Department of 


Accounting, University of Melbourne. 


The iast instalment 


(September, 1955) brought the review up ‘to May, 1955. The 
present notes bring the review of all journals received up tu 


dune, 1955. 


Current Problems 


Discussed in Overseas Journals 


Accounting Past, Present and Future 


On the occasion of his eightieth birth- 
day, Mr. George O. May, formerly 
senior partner of Price Waterhouse & 
Co., and author of Financial Accounting, 
Twenty-five Years of -Accounting Re- 
sponsibility, and other works was inter- 
viewed by the editor of The Journal of 
Accountancy. The interview is reported 
in the June issue. Mr. May deplored 
the accountant’s present preoccupation 
with techniques, and hoped that in the 
future greater attention would be given 
“to an evaluation of the assumptions 
which provide the present-day founda- 
tions of accountancy.” His comments on 
the price-level controversy are interest- 
ing. Because it is impossible to get a 
completely satisfactory index, he said, 
it has been argued that adjustments 
for price changes should not be 
attempted. Mr. May likened this argu- 
ment to one that was current in the 
days when depreciation was a disputed 
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concept: that because depreciation can- 
not be measured precisely it should not 
be measured at all. Speaking of the 
future organisation of the profession, 
Mr. May predicted that the present 
trend towards specialisation would in- 
evitably continue, because of the ever- 
widening field of activity in which 
accountants are engaged. 


N. A. H. Stacey, in A Trial Balance, 
Accountancy, June, agrees that the 
broadening scope of the accountant’s 
function calls for increased specialisa- 
tion, but maintains that with this must 
come a broad area of knowledge upon 
which to base this specialisation. He 
makes a strong plea for greater inter- 
professional co-operation in the estab- 
lishment of courses and methods, 


Auditing 

In The New York Certified Public 
Accountant, June, 1955, the subject of 
Interim Audits is dealt with by two 
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writers, Herbert B. Fischgrund, Interim 
Audits vs. Monthly Audits, offers prac- 
tical suggestions for the use of interim 
audit procedures to reduce end-of-the- 
year closing time. The second article 
by Leon Mazursky, reviews problems 
encountered in carrying out interim 
audit engagements. 


The importance of internal control to 
the external auditor is the subject of 
an article by Donald J. Bevis in The 
Journal of Accountancy, June. The 
characteristics of a good system of 
internal control, and the function 
of the internal auditor, are discussed. 
The author emphasises the need for 
the external auditor to make a careful 
record of his appraisal of the system of 
control, so that anyone familiar with 
auditing may understand the account- 
ing and auditing problems involved and 
the reasons for the procedures carried 
out by the external auditor. 


Internal Auditing 


In the Internal Auditor, June, Henry 
B. Davidson, Formula for Profit, dis- 
cusses the means by which a business 
enterprise can reach its ultimate goal, 
i.e, the attainment of satisfactory earn- 
ings. Unlike contributors in previous 
issues of this journal, Mr. Davidson 
emphasises the protective function of 
the internal auditor rather than the 
constructive function. He concludes 
with observations on the “personal- 
equipment” needs of the _ internal 
auditor and his personal relationship 
to other members of the enterprise. 


In the same issue G. A. Fitzpatrick 
relates his own experience with opera- 
tional internal audits and shows how 
they have assisted him. (He is the 
Assistant General Manager of Lock- 
heed Aircraft Corporation). Internal 
audits have been of assistance by pro- 
viding administrative personnel with a 
re-orientation review of what each of 
the various organisations is doing; by 
putting integrity into the control reports 
used to direct operations; and by dis- 
closing deficiencies in policy and prac- 
tice. He makes a number of suggestions 
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to assist internal auditors in_ the 
activities. 

Also in the June issue, C. Broeksma 
traces the historical development of 
auditing from Pacioli to the present 
day, and gives his opinion of the nature 
of the functions of an internal auditor, 
Like H. B. Davidson, he believes the 
protective function to be paramount, 
“The advisory function though usefy] 
is only a by-product.” 

Three brief articles by Carlton D, 
Kulle, William E. Pile and Edwin Mer. 
ritt, Jr., in the same issue deal with 
Human Relations between the Internal 
Auditor and (a) those being audited, 
(b) the public accountant, and (c) 
management. Mr. Kulle sets out a 
number of rules to guide internal audi- 
tors when dealing with rank and file 
clerical employees; Mr. Pile discusses 
the necessity for thorough understané- 
ing between the public auditor and the 
internal auditor; whilst Mr. Merritt 
tells how the internal auditor should 
develop social assurance in his relation- 
ship with management. 

Wayne G. Broehl, Jr., The Controller, 
June, tells how the controller may serve 
as “auditor” in respect of line decisions 
made by the manager of an organis- 
tion. He develops this theme both at 
the divisional level and the corporation 
level, and shows that the controller 
should be, and in some companies is, 
entrusted with the task. Having e& 
‘amined the “audit” functions at the 
manager level, he asks who performs the 
functions of audit control for the board 
of directors. He puts forward two pro 
posals: the election of director trustees, 
and the formation of an evaluation com- 
mittee. 

In the same issue John S. White, l- 
ternal Audit and Control of Contract 
Construction Costs, discusses the at 
countant’s responsibility in the case of 
cost-plus-fixed-fee contracts. The audit 
programme, he claims, should be de 
signed to cover the following objectives: 
it should review the contractor’s system 
of internal control; it should verify 
labour as to classification, rate and time 
spent on the job; it should verify 
receipt, issue, price, and payment of 
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materials; it should ensure that over- 
tooling, overstaffing and other job 
ices are watched; and finally it 


should ensure that all terms of the con- . 


tract are being complied with. He shows 
how his own company divided the audit 
task between the audit department and 
the accounts-payable department, and 
discusses in detail the ways in which 
the desired objectives are attained. 


Published Reports 

The need for more adequate dis- 
dosure in published reports and the 
reasons for limited dividend distribu- 
tions to permit greater retention of 
funds are discussed in The Accountants 
Journal (London), June. Groups of 
discontented shareholders in_ several 
large English shipping companies have 
been voicing complaints against over- 
conservative dividend policies. They 
daim that the retention of profits is 
excessive, and the returns on their 
shares are inadequate. 


The monthly article by Gertrude 


Muleahy, Accounting Research, in The 


Canadian Chartered Accountant, deals 
in June with the treatment by Canadian 
companies in their annual reports for 
1954 of differences between: 


(a) the income taxes actually pay- 
able when capital-cost allowances 
claimed for tax purposes are in 
excess of the depreciation written 
off in the accounts; and 
the income taxes that would have 
been payable had the capital-cost 
allowances been equal to the de- 
preciation written off, i.e. if no 
acceleration of the depreciation 
had been available for tax pur- 
poses. 


Pastoral Accounting 

In The Accountants’ Journal (N.Z.), 
June, Patterns of Expenditure on New 
Zealand Sheep Farms, by W. L. Keen, 
gives the results of a survey of 244 
farms. The contributing farms are 
tivided into three main classes, for each 
of which expenditure patterns are 
shown for the years 1949 to 1953. 
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Depreciation Accounting 

In Cost and Management, June, 
Ernest H. Weinwurm, Depreciation 
Allowances and Production Costs, 
argues that the procedures and termino- 
logy at present used in determining 
industrial costs and depreciation allow- 
ances are inadequate for the industrial 
accountant, even though they may be 
appropriate for financial accounting. 
The author describes a method for com- 
puting the depreciation charge, or the 
“cost of facilities,” which is based on 
the notion of substituting a lease 
arrangement for ownership of the pro- 
ductive facilities. 


Small Businesses 

Small business occupies an important 
place in the economy of Great Britain, 
approximately three-quarters of all 
manufacturing establishments having 
less than a hundred employees. Peter 
Jardine, The Application of Manage- 
ment Accounting Techniques to Small 
Business, The Cost Accountant, June, 
discusses the following techniques: 
budgetary control, standard costs, the 
application of machine-hour rates, stock 
policy based on time factor, forecasting 
and controlling capital expenditure, and 
the control of new products. 

Partial Budgetary Control Applica- 
tions in Small Business, by Norman J. 
Elliott, The New York Certified Public 
Accountant, June, discusses the applica- 
tion of the budgeting principle to small 
business with suggestions as to types 
of limited or partial budgets. 


Cost Reduction 

Cost Reduction in Action, by William 
L. Snyder, Cost and Management, June, 
describes the development of a pro- 
gramme of cost reduction through pro- 
duct analysis and the use of cost-reduc- 
tion proposal forms submitted by the 
various departments of the company. 

W. H. Bloxham, The Cost Accountant, 
June, discusses the treatment in cost 
accounts of scrap materials and wast- 
age. Control over these items is of 
vital importance if costs are to be con- 
trolled and reduced to a minimum. 

Practical Cost Controls—How They 
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Can Help Management Improve Profit 
is the title of a comprehensive article by 
Max Block, The New York Certified 
Public Accountant, June, in which 
sugestions for cost control] and cost re- 
duction are outlined. 


Marginal Costing 

In The Accountant, June 25, W. E. 
Harrison discusses marginal costing as 
a tool for management. He believes 
that marginal costing can give a better 
guide than orthodox costing to the more 
profitable of alternative courses of 
action. In a depression, marginal cost- 
ing shows the lowest price at which a 
business will be better off by selling 
rather than not selling; in a boom, it 
will indicate the type of production 
which will provide the greatest contri- 
bution per unit of the key factor of 
production, 


Accounting for Supplies 

Important developments are described 
in detail in the N.A.C.A. Accounting 
Practice Report entitled Controlling and 
Accounting for Supplies. These in- 
clude: simplified pricing of issues; re- 
placement of the single-use purchase 
requisition by a permanent requisition 
form (which may be combined with the 
bin card); the use of bin cards to re- 
place stores-ledger cards; cessation of 
recording when material is transferred 
from warehouse ‘stock to bins; stacking 
of bins to indicate when re-order quan- 
tity is reached; and applications of 
tabulating equipment. 


Mathematical Techniques 


The June issue of the N.A.C.A. Bul- 
letin contains two articles on the appli- 
cation of mathematical techniques to 
accounting and cost problems. C. B. 
Allen’s Introduction to Model Building 
on Account Data suggests several fields 
of application, which include cost and 
profit variation with volume, product 
mix with maximum profitability, price- 
cost-profit relationships, and determina- 
tion of economic-lot sizes. The text 
is illustrated by a mathematical treat- 
ment of the volume-profit relationship, 
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which assumes a knowledge of elemen. 
tary algebra only. E. H. Bowman, ip 
Using Statistical Tools to Set a Reject 
Allowance, also employs algebra tp 


calculate the number of pieces which 


. Should be put into production in order 


to obtain a given number of acceptable 
finished articles. 


Management Accounting 

In the June issue of the Bulletin, D. 
R, Anderson contrasts two philosophies 
of management control: control by 
checks and balances, and control by co- 
operation. He favours the latter, and 
discusses the organisation of an 
accounting department, and the train- 
ing of industrial accountants, in the 
light of this philosophy. He feels that 
there has been too much emphasis on 
technical accounting proficiency, and 
not enough on service to operating staff. 

In the same issue, Accent on Control, 
by W. Langenberg, describes the re 
vision of an existing standard-cost 
system, to help operating managers 
control costs at the source. The accent 
is on objective performance standards 
and on selective and timely reporting. 
But the figures need not be exact, and 
are not reconciled with financial 
accounts. 


By-Product Costing 

M. E. Pape, By-Product Costing in 
Glue Manufacture, N.A.C.A. Bulletin, 
June, discusses the problems of costing 
joint-products and by-products, and 
describes the practice of his own com- 
pany. 


Cost Estimating 

While V. E. Noltemeyer’s article on 
Improving Cost Estimates, N.A.CA. 
Bulletin, June, deals in detail with wood 
products, his recommendations apply 
to most industries in which individual 
cost estimates are prepared for each 
quotation. He warns against short cuts 
in estimating, which may result in the 
loss of profitable and the acquisition of 
not-so-profitable business, 


Electronic Accounting 

How We Planned for Use of Ele 
tronic Equipment, by J. S. White, 
N.A.C.A. Bulletin, June, is a cas 
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sales-service department, and C. Abel 


} in CURRENT PROBLEMS — Continued - , 

ject é De deals with forecasting in a company 
to & history of the investigation and prepara- manufacturing electrical equipment for 

Lich tion for electronic data processing at an aytomobiles. 

der —§ oil refinery. The author stresses the G. J. C. Hobson, Accounting for the 

able crucial importance of systems review pylp and Paper Industry, in The 


and integration. 


Case Studies in Costing and Forecasting 


In the N.A.C.A. Bulletin, June, G. W. 
Glick describes a costing system for a 


Canadian Chartered Accountant, June, 
briefly describes the manufacturing 
processes involved in the industry and 
then gives an outline of a suitable 
cost-accounting system. 





an 
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ihe Addresses of Journals 

chat 

Bor The addresses of the publications mentioned The Cost Accountant, 63 Portland Place, Lon- 
and in this article are as under:— don, W.1., England; 

aff. The Accountant, 4 Drapers Gardens, Throg- Cost and Management, 66 King Street East, 
rol, morton Avenue, London, E.C.2., England. Hamilton, Ontario, Canada. 


BReEGERER? 


The Accountants Journal, 22 Bedford Square, 
London, W.C.1., England; 

The Accountants’ Journal, P.O. Box 5039, 
Wellington, New Zealand; 

The Canadian Chartered Accountant, 69 Bloor 
Street East, Toronto, Canada; 

awed. 1 East 42nd Street, New York, 


The Internal Auditor, 120 Wall Street, New 


York, U.S.A. 

The Journal of Apeogninate, 270 Madison 
Avenue, New York, -A.; 

N.A.C.A. Bulletin, 505 Park Avenue, New 
York, U.S.A.; 

The New York Certified Public Accountant, 
677 Fifth Avenue, New York, U.S.A.; 





Obituary 


Sir Edwin Nixon, C.M.G., F.C.A. (Aust.) 

Sir Edwin Nixon, a leading member of the pro- 
fession in Australia, died at his home in Melbourne 
on 19 August, at the age of seventy-nine years. 

During the last war, Sir Edwin Nixon served as 
Director of Finance in the Munitions Department, 
as wartime taxation adviser to the Commonwealth 
Treasury, and as a member of the Board of Busi- 
ness Administration (Defence Co-ordination). He 
was a member of the Royal Commission on Taxa- 
tion, 1932, and of the Royal Commission on Mone- 
tary and Banking Systems, 1935. In the first years 
of the Commerce Course at the University of Mel- 
bourne, he was Senior Lecturer in Accountancy. 

Sir Edwin Nixon was a director of numerous 
companies and was senior partner of the firm of 
th V. Nixon and Partners, Chartered Accountants 

ust.). 
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Fine Points 


of Commercial Law 


E. H. COGHILL, LL.M. 


Librarian of the Supreme Court of Victoria. 


TAX STAMPS AND BANKRUPTCY 


E ALLEN, 16 A.B.C. 159, deals 

with the absolute priority given to 
the Commissioner of Taxation by the 
Income Tax and Social Services Con- 
tribution Assessment Act, s. 221P, in 
respect of tax deductions collected by 
an employer, but not yet used to pur- 
chase the proper tax stamps or other- 
wise accounted for to the taxation 
authorities. 


It decides, very sensibly, I respect- 
fully suggest, that that priority cannot 
arise until the debt is fully proved. 
Of course a trustee must not pay away 
his assets while consideration of claims 
is pending—see the Bankruptcy Act s. 
114—but the Commissioner cannot up- 
set distributions made before he makes 
up his mind what to claim. 


In this case the estate was seques- 
trated in September, 1951, a “first and 
final” dividend was advertised for June, 
1952, and in February and July 1953 
the Commissioner lodged claims for in- 
come tax and stated that he still had 
claims for tax instalment deductions 
not yet settled. 


On this material, Clyne, J., in May 
1954, ruled that the Commissioner can 
make no claim unless he lodges a proper 
proof of debt and he cannot disturb 
dividends declared before he lodges his 
proof. He directed the Official Receiver 
to give the Commissioner one last 
chance to put in a proper proof and 
then to distribute the estate among only 
those creditors who had proved, ignor- 
ing the Commissioner if he had not 
made up his mind what he wanted. 
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READ THE POLICY YOURSELF 


HE case of Anglo-Pacific Trading 

Co. v. Steadfast Insurance Co. 1955 
V.L.R. 228, lays down the wholesome 
rule that where parties prepare and 
sign a written agreement, it is that 
agreement which decides their respee- 
tive rights, and not what one or the 
other is alleged to have said it meant 
during some discussion. 


In that case plaintiffs took out a 
floating policy on cargoes of scrap 
metal for shipment to Japan, and from 
time to time “declared” parcels on 
various ships for voyages from Mel- 
bourne to Osaka. 


Some having been lost, defendants 
took the objection that the parcels were 
not sent on any voyage to Osaka, but 
to other ports in Japan. Plaintiffs there- 
upon claimed that defendants had told 
them it did not matter, and had in fact 
paid on other parcels in similar circum- 
stances. 


Defendants applied to have this reply 
struck out on the ground that it was 
no answer to the defence that the losses 
did not take place on the _ insured 
voyage, and the Court agreed. The 
policy was there in writing for the 
plaintiffs to see for themselves. There 
was no allegation of fraud, or that it 
did not conform to the actual agree 
ment of the parties, and the suggestion 
of the plaintiffs that someone had told 
them it did not mean what it said was 
no defence. Even if this had actually 
been said the plaintiffs were just 4 
well able to read the document as the 
defendants, and it was the real meaning 
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of the policy which the parties had 
gecepted as their contract, not casual 
remarks as to what someone said it 


meant. 


FOREIGN RECEIVERSHIPS 

E commercial world, as one would 

expect, was the earliest to recognise 
the need for any one system of law to 
recognise other systems, and _ inter- 
national bankruptcy arrangements go 
back at least two centuries—not as far 
as international recognition of com- 
mercial paper, but still quite a long 
way. 

From this has developed a further 
rule that we recognise the right of the 
law of a man’s domicile—his permanent 
home—to deal generally with all his 
personal property (but not his land) 
and not only a bankruptcy, but a lunacy 
administration or any general assign- 
ment of his property, if valid by the 
law of his domicile, will be recognised 
and enforced in this country. 


This is illustrated by the Queensland 
case of Re Young, 1955, S.R.Q. 254. In 
that case, deceased died in Queensland 
in 1949, leaving her property to her 
son, Chester Young, who was domiciled 
in California, In 1950, the executors 
heard of various claims against the son 
in California, and next year they heard 
that the Supreme Court of California 
had appointed a receiver of all property 
wheresoever situated of Chester Young, 
inluding his assets in Queensland. 
later, Young assigned his interest 
under his mother’s will to a firm of 
attorneys to secure their costs, and the 
executors in Queensland wanted to 
know which claimant they should recog- 
hise 


The nature of the proceedings which 
led to the Court Receivership does not 


appear from the report, but the 
Supreme Court of Queensland had no 
hesitation in directing the executors 
to recognise the receiver appointed by 
the Court of Chester Young’s domicile, 
and to pay over the assets in the estate 
to him. 

It was urged that there was no evi- 
dence that the order was still in force. 
The Court held that it was for those 
who alleged that it had been revoked to 
produce evidence of the revocation, and 
pointed out that if it were to lay down 
the opposite rule it would never be 
possible to act on such an order, for 
even a cabled reply would not be in- 
consistent with the order having been 
revoked within the last few minutes. 


PARTS XI AND XII 

HE Bankruptcy Act clearly intends 

Parts XI and XII of the Act to be 
mutually exclusive. However, it is pro- 
vided in s. 158 that, if a meeting of 
creditors is held under Part XI, no pro- 
ceedings shall be taken under Part XII 
except in accordance with a resolution 
of a majority which is made and taken 
at a meeting of creditors; so that clearly 
it is possible to change from Part XI to 
Part XII in certain circumstances. But 
what is the correct procedure? 

In Re Cohn, 16 A.B.C. 150, debtors 
who had executed a Part XI deed, which 
had not yet been adopted by the re- 
quisite number of creditors, were per- 
mitted by a meeting of creditors to pro- 
ceed under Part XII, A deed under Part 
XII having been produced for registra- 
tion, it was referred into Court and 
Clyne, J., held that so long as the Part 
XI deed remained, the Part XII deed 
could not be registered or come into 
force. The right thing was apparently 
to apply to the Court to set aside the 
Part XI deed and then proceed with the 
Part XII deed. 
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GORDON BRUNS 


Value in the Pound 


In the words of a slogan which has 
only recently been forgotten, the recent 
actions of the Commonwealth are aimed 
to put value back into the pound. 
Although business does not like the 
import restrictions and credit strin- 
gency, these do check the depreciation 
of our currency internally, which might 
eventually have to be recognised in the 
international field by a devaluation of 
the Australian pound in terms of ster- 
ling and other currencies. It is some 
comfort to know that the Government 
has deliberately decided that there will 
be no devaluation of the currency in 
the present circumstances. Devaluation 
would be a serious handicap to develop- 
ment at present, especially in relation 
to our negotiations for oversea loans 
from the International Bank and the 
International Monetary Fund, and for 
the inflow of private capital for various 
enterprises. With the Treasurer in 
Istanbul, where some of the negotiations 
were probably taking place, it would 
have been very embarrassing for Aus- 
tralia to have snnounced even a risk of 
her currency being devalued in the 
near future. 


Slow Crisis in Coal 


Reports that the Joint Coal Board has 
reduced interstate sales signifies the 
cumulative effects of development of 
coal fields in other parts of Australia 
than New South Wales, and the sub- 
stitution of other fuels. It seems that 
the Coal Board’s powers may soon be 
reduced and that the importance of the 
industry may decline. This means more 
than the unemployment of coal miners 
and the decline of profits in the indus- 
try. It means that new areas of power 
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supply will achieve economic affluence, 
and that easily transported fuels yjj 
allow industries to locate themselves 
according to other factors than the cost 
of fuel transport. 


In all the controversy about uranium 
and atomic power, the suggestions are 
that a considerable period may elapse 
before Australia uses such power for 
peaceful purposes. Even in the United 
States and England, such uses appear 
to be a good many years away. The 
problem arises, and it affects those who 
are looking to uranium mining to yield 
dividends, whether sufficient defence 
uses will be available to absorb the 
world’s supplies of uranium in the 
years immediately ahead, before indus- 
trial utilisation has been made suf- 
ficiently economical to absorb large 
quantities in substitution for coal 
When that time comes, uranium wil 
render large quantities of coal unneces- 
sary. About a year ago Mr. J. Johnson, 
of the United States Atomic Energy 
Commission, estimated that the eler- 
tricity now generated by one million 
tons of coal would be made from twenty 
tons of uranium, and eventually from 
much less. 


Sales Tax Threat 


. It is being widely hinted that the 
Government’s threat to impose sales 
taxes on certain items of consumption, 
if other means do not succeed in redut- 
ing sales, might have the reverse effect 
from that desired. Often the threat 
of sales tax has the effect of speet- 
ing up the decisions of potential 
buyers who endeavour to _ purchase 
before the sales tax is raised. Under 
the present circumstances, this may nd 
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be as significant as it appears. The Gov- 
ernmment’s real concern is apparently 
with motor vehicles, which now con- 
stitute such a heavy item of expendi- 
ture, including import expenditure, and 
account for much of the nation’s hire 
purchase business, It does not really 
matter if the motor vehicles already in 
existence are purchased quickly, but it 
does matter if the rate of imports con- 
tinues. The threat of sales tax is likely 
to check the supply of vehicles avail- 
able to the Australian public by making 
the importers more cautious. The motor 
car importer is in a delicate position 
because he has to order a long way in 
advance, and has to finance his stock 
for a long period if sales decline. As 
far as locally produced vehicles are con- 
cerned, buyers cannot expedite their 
purchases under the threat of a sales 
tax, because of the long delay in de- 
liveries. 


Finance for More Houses 


The Commonwealth insistence that 
a part of the Commonwealth-State 
housing money should be directed 
towards co-operative building societies 
will probably mean that the money will 
help finance the erection of a greater 
number of houses in future. It has been 
said that the average value of build- 
ings erected by co-operatives is greater 
than of those erected by State housing 
authorities, but on the other hand, it 
is also true that the owners of the first 
category hold a substantial equity in 
their homes, so that less money is bor- 
rowed on each, and the funds available 
will go further. The co-operative build- 
Ing movement has grown rapidly in 
Australia in recent years. In Victoria 
there are reported to be nearly 300 
societies in connexion with which the 
State Government has guaranteed loans 
of £45 million to members. In the last 
ten years about 19,000 houses have been 
built under these societies. In New 


South Wales, about 2,500 houses are 
constructed a year, and the new finan- 
cial arrangements are expected to 
enable this figure to be raised to about 
3,700 a year. 


Gaining on the Roundabouts 


It is very encouraging to hear that 
the price of woollen goods in Australia 
is likely to decline by five to ten per 
cent, by next year as a result of the 
lower prices for wool. Although this 
will not compensate for the nation’s 
lower wool cheque, it is some help in 
adjusting our manufacturing costs and 
restraining the cost of living. The lower 
wool price may be of even greater im- 
portance in assuring markets for the 
commodity in the face of increasing 
competition from artificial fibres. Dur- 
ing the period of high wool prices, it 
was feared that some of wool’s markets 
might disappear to the competitive 
fibres, and one of wool’s strongest com- 
petitive points for many purposes today 
is probably comparative economy. 


Buying in Cheapest Markets 


An important but not widely adver- 
tised development in our international 
trade recently was the decision to allow 
certain basic raw materials to be im- 
ported by import licence holders from 
any country, regardless of currency 
considerations. It applies to titanium 
dioxide, sulphur, paper pulp, cotton, 
aluminium, nickel, copper, tobacco leaf, 
hog casings, crude asbestos fibre and 
newsprint. 

The significance of such a move is 
that users may now seek the cheapest 
sources available instead of being 
forced to patronise sterling sources, 
which may exploit the sterling markets 
where dollar goods have been scarce for 
many years. Any such contribution 
toward competition in international 
trading, with cheaper or better sup- 
plies, is especially welcome at this stage 
of the economic situation. 
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News and Notes 


Australian Society of Accountants 


VICTORIAN DIVISION 


Lectures on Managerial Accounting 

During September the Division was for- 
tunate in having a series of three lectures 
delivered by Professor W. J. Vatter, Ph.D., 
C.P.A., Professor of Accounting in the School 
of Business Administration, University of 
Chicago, and at present Fulbright Visiting 
Professor in the University of Melbourne. 
Professor Vatter’s lectures were entitled: 
Accounting and Administration; What Are 
Figures For; and System and Sense. Over 
four hundred enrolments were received for 
the series. 

Members were indeed fortunate in having 
this opportunity of hearing a world authority 
on management accounting. For the benefit 
of those who were unable to attend the lec- 
tures, a paper based on the subject matter 
of this lecture series is to be published shortly 
in the journal. 

Professor Vatter received an enthusiastic 
reception and members present asked many 
questions, all of which were dealt with admir- 
ably by the speaker. Professor Vatter was 
thanked on behalf of the Division by Mr. 
V. L. Gole, State President. 


Family Circle Discussion 

Mr. A. McB. Fairfoul, a member of the 
Victorian Divisional Council and Commercial 
Editor of the Melbourne Herald was the 
speaker at the September meeting, his sub- 
ject being Take-Overs and Share Swops. Mr. 
Fairfoul dealt with the growing trend towards 
business amalgamations, the effect on the 
“taker over” and the “taken over,” share 
deals, the type of company susceptible to 
absorption, and other topics. Not the least 
interesting part of his talk was an account 
of the circumstances surrounding two big 
overseas take-over attempts, one in England 
and one in America. 


September Luncheon 

The speaker at the September luncheon was 
Mr. H. E. Thompson, a Director of Redex 
(Victoria) Pty. Ltd., whose subject was a 
very topical one, Highlights of the Redex 
Trial. Mr. Thompson is a regular competitor 
in racing car events and won a major prize 
in the 1953 Redex Trial. After his interesting 
address, the speaker was suitably thanked for 
his very interesting talk by the State Presi- 
dent, Mr. V. L. Gole. 
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Resignation of Sir Alexander Fitzgerald 


Divisional Council has accepted with pro 
found regret the resignation from Couneil of 
Sir Alexander Fitzgerald, who owing to pre. 
sure of other duties has found it impossibje 
to continue in office. Council wishes to place 
on record its sincere appreciation of the in- 
valuable services rendered by Professor Si 
Alexander Fitzgerald as a Councillor of the 
Victorian Division of the Society and as on 
of its representatives on General Council, and 
its recognition of his conspicuously outstani- 
ing contributions to the accounting profession 
over sO many years. 

Mr. R. S. Sharp has accepted the invite 
tion of Divisional Council to fill the casual 
vacancy caused by Sir Alexander Fitzgerald's 
resignation, and Mr. L. H. Dillon has ben 
appointed as a representative of the Division 
on General Council. 


Decimalisation of Currency 


Members interested in the above subject are 
invited to write to the State Registrar with 
the object of forming a study group within 
the Division to consider this problem. 


Bowls Evening 

Members are reminded of the invitation of 
the Brighton Bowling Club to play a match 
on the evening of 29 November. 


Series of Lectures on Taxation 

At 6 p.m. in Nicholas Hall, Lonsdale Strett, 
on 14, 17 and 22 November, the Division wil 
be conducting a series of three lectures m 
taxation. The series is planned to help men- 
bers keep up to date in this important sub 
ject and the speakers will be men of ability 
in their respective fields. Members will receive 
details shortly. 


Week End Convention 

Members will shortly receive full details 
of the convention to be held from 25 to 2! 
November at Clifton Springs Hotel (approx 
mately twenty miles out of Geelong). As was 
reported last month, the general theme of the 
convention will be The Accountant as a 
Executive. Technical papers will be presented 
by Mr. R. E. Gregory, Secretary and Director, 
The Myer Emporium Ltd., and Mr. R. 6 
Baxter, of James Baird & Sons. Dr. H. Craig, 
of W. D. Scott & Co., will conduct a case study 
group based on the Harvard system. 
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sEWwS AND NOTES — Continued 


Geelong Branch 

Mr. R. E. Gregory, a Divisional Councillor 
and Director of The Myer Emporium Ltd., 
addressed members on the subject of Business 
Finance on Tuesday, 6 September. 


Ballarat Branch 

Mr. W. J. Stewart, Lecturer in Accountancy 
at the University of Melbourne, addressed 
members and students on the subject of 
Branch Accounts on the night of 14 Septem- 
ber. Mr. Stewart dealt with the problem of 
inventory and cash control in centrally con- 
trolled retail chains, and illustrated his talk 
by references to the systems used in several 
Australian organisations. Mr. H. W. Slater, 
Research Officer of the Society and Editor of 
the journal, also attended the meeting, and 
spoke briefly on the Society’s research activi- 
ties. The Branch Chairman, Mr. J. E. Hewitt, 
thanked both speakers on behalf of members. 


Personal 

Messrs. L. H. N. Hollick and J. McKen- 
drick, who have been practising under the firm 
name of Hancock, Woodward & Hollick at 
Mildura, announce that Mr. G. T. Stephenson 
has been admitted to partnership. The firm 
name wil] be unchanged and the close associa- 
tion with Messrs. Hancock & Woodward of 
Melbourne and Sydney will continue. 


Additions to Central Library, Melbourne 
Accountancy 
Farm bookkeeping, 1954: L. W. Shears. 
The retail inventory method in practical 
operation, 1953: National Retail Dry 
Goods Association. 
Manual of top management reports, 1950: 
A. P. Williams. 
Hybrid corn accounting, 1950: L. J. 
Desmond. 
Dairy accounting, 1950: L. J. Desmond. 
Farming records and accounts, 1953: J. 
Wyllie. 
Solicitors’ bookkeeping, 1954: C. Darvall. 
Accounting may be the right field for you, 
1954: American Institute of Accountants. 
Auditing 
Generally accepted auditing standards, 1954: 
American Institute of Accountants. Com- 
mittee on Auditing procedure. 
Business Organisation and Management 
The development of executive talent, 1952: 
M. J. Dooher and V. Marquis eds. 
British Productivity Council reviews of pro- 
ductivity: 
The wheels of progress—diesel locomotive 
industry, 1954. 
Getting together—building industry, 1954. 
Shaping the future—wrought non-ferrous 
metals industry, 1954. 
Design for selling—rigid boxes and car- 
tons industry, 1955. 
e machines behind medicines—pharma- 
ceutical industry, 1955. 
Casting and costing—bronze and brass 
casting industry, 1953. 
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The elements of transport, 1954: L. A. 
humer. 

Financial aspects of industrial management, 
1955: G. D. Bond. 

A company guide to the selection of sales- 
men, 1955: M. M. Mandell. 

Tested approaches to capital equipment re- 
placement, 1954: American Management 
Association. 


Taxation 


Income tax guide, 1955: J. M. White. 

Tax planning with precedents, 1954: D. C. 
Potter and H. H. Monroe. 

Pay-roll tax in Australia, 2nd ed., 1954: 
R, E. O'Neill. 

Laws of gift and estate duties of the Com- 
monwealth of Australia, 3rd ed., 1955: B. 
Seletto and O. M. L. Davies. 


Law 


Australian bankrupty law, 4th ed., 1955: 
A. N. Lewis. 

Byles on bills of exchange, 21st ed., 1955: 
M. Megrah. 

Outline of law in Australia, 2nd ed., 1955: 
J. Baalman. 

The principles of modern company law, 
1954: L. C. B. Gower. 

The principles of company law, 6th ed., 
1954: J. Charlesworth. 

Company law in Victoria, 1955: R. K. 
Yorston, S. R. Brown and H. Jackson. 
Australian proprietary and private com- 
panies law and management, 1955: E. N. 

Dawes. 

Executorship accounts (Australia), 3rd ed. 
1955: E. B. Smyth. 

The law of life assurance in Australia, 2nd 
ed. 1955: P. C. Wickens. 

An outline of industrial law, 1955: E. G. 
Lambert and others eds. 


Additions to Branch Libraries 
Ballarat, Bendigo, Geelong and Latrobe 


Valley 

Accounting Stage 1, 2nd ed. 1954: A. A. 
Fitzgerald. 

Costing procedures, 2nd ed. 1955: Yorston, 
Brown and Sainsbury. 

Wealth and income, 2nd ed. 1955: B. Tew. 

Guide to Commonwealth income tax, 7th 
ed. 1955: J. A. L. Gunn and R. E. O’Neill. 

Australian secretarial practice, 3rd ed. 1953: 
R. K. Yorston and E. E. Fortescue. 

Company law in Victoria, 1955: Yorston, 
Brown and Jackson. 

Australian mercantile law, 8th ed. 1955: 
R. K. Yorston and E. E. Fortescue. 

Slater’s mercantile law in Australia, 2nd ed. 
1949: K. D. Hilton. 


Ballarat 


Farm bookkeping, 1954: L. W. Shears. 


Bendigo and Latrobe Valley 


Auditing theory and practice, 1948: R. A. 
Irish. 
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NEWS AND NOTES — Continued 
NEW SOUTH WALES DIVISION 


Monthly Luncheon 


Mr. Neal McCusker, A.A.S.A., Senior Execu- 
tive Officer, New South Wales Government 
Railways, was the guest speaker at the mem- 
bers’ luncheon held at the Trocadero, on 
Wednesday, 13 July. Over 230 members lis- 
tened with interest to an address entitled The 
Centenary of the New South Wales Govern- 
ment Railways. The first railway train ran 
from Redfern to Parramatta on 26 September, 
1855, and from this very small beginning of 
fourteen miles of railway line, the State rail- 
ways have developed into an _ extensive 
system. 

The Chair was occupied by the State Presi- 
dent, Mr. E. A. Cupit, and a vote of thanks to 
Mr. McCusker for a most informative ad- 
dress was moved by the Federal Vice-Presi- 
dent, Mr. O. H. Paton, and carried by hearty 
acclamation. 


Canberra Convention 


The following tentative programme has 
been drawn up for the week-end convention 
at Canberra from 25 to 27 November, 1955. 


Friday, 25 November 
8.00 p.m. Informal Reception. 


Saturday, 26 November 

9.00 am. Official opening by the Right 

Hon. R. Menzies, Prime 

Minister of Australia. 
Paper by Professor R. I. Down- 
ing, B.A., Dip.Ec. (Cantab.), Re- 
search Professor of Economics, 
University of Melbourne. 
Informal conducted tours. 
Paper by Professor Sir Alex- 
ander Fitzgerald, O.B.E., B.Com., 
F.A.S.A., on Government Ac- 
counting and Finance. 


Sunday, 27 November 
9.00 am. Paper by Mr. P. S. McGovern, 
C.B.E., Commissioner of Taxa- 
tion, on Some Aspects of Taxa- 
tion. 


At the date of going to press, the exact 
titles of the papers being presented by the 
three authors were not available, but further 
information will be forwarded to those mem- 
bers who wish to receive a brochure setting 
out full details of this week-end convention. 
Kindly write to the State Registrar of the 
New South Wales Division, 5 Bligh Street, 
Sydney. 

The Canberra Branch Council, which is 
arranging the convention, will be pleased to 
welcome members and assures them of a pro- 
fitable and enjoyable week-end. 


2.15 p.m. 
8.00 p.m. 


Accountants and _ Secretaries’ Professional 
Officers Association 


The New South Wales Industrial Commis- 
sion has ruled that the Accountants and Sec- 
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retaries’ Professional Officers Association be. 
registered as an industrial union provided it, 
constitution is amended to exclude people em. 
ployed in a clerical capacity, those employed 
by public accountants, and those eligible for 
membership of various other industria] 
unions. 


Broken Hill Branch 

At the first Branch Council meeting hel 
after the annual meeting, Mr. W. L. B 
B.Ec., F.A.S.A., was elected Branch Chai 
and Mr. A. D. Hoskins, F.A.S.A, was elected 
Deputy Chairman. 

On 24 June, about seventy members and 
students heard Mr. M. A. Watson, B 
A.A.S.A., Principal of the Broken Hill Tech. 
nical College, deliver an address entitled 
Education for Commerce. Mr. Watson’s ad. 
dress aroused a very interesting discussion, 
By courtesy of the Zine Corporation a film— 
Accounting, the Language of Business—wa; 
also shown. Messrs. A. D. Hoskins, R. 9. 
Doherty, and C. Crowley moved appropriate 


votes of thanks. 
On Friday, 28 October, Mr. R. Keith 
Yorston will visit Broken Hill and address 


the Branch. 


Personal 

Miss M. E. Spence, A.A.S.A., formerly 
Registrar of the Metropolitan Accountancy 
College, Sydney, advises that she has con- 
menced practice in public accounting at No, 6, 
The White House, Albury, N.S.W 

Mr. J. F. Field, F.A.S.A., has taken over 
the practice of Mr. R. F. L. Carpenter of 
Exchange Building, Argent Street, Broken 
Hill. Until 30 June, 1956, Mr. Carpenter will 
assist Mr. Field in the practice. 


QUEENSLAND DIVISION 


Professor W. J. Vatter 

On Tuesday, 30 August, at a gathering of 
members of the Society and of the Institute 
of Chartered Accountants in Australia, ar- 
ranged jointly by the two organisations, men- 
bers heard an address by Professor W. J. 
Vatter. The lecture was held in the Teacher’ 
Conference Hall, 81 Elizabeth Street, Bris 
bane. 

The State President of the Society, Mr. 
John H. Devitt, presided and with him on the 
rostrum was the State Chairman of 
Institute of Chartered Accountants, Mr. % 
Hartland. 

Professor Vatter chose as his topic The Cor 
tribution of Accounting to Management, 
illustrated in a most clear, practical 
humorous manner the ways in which accoul- 
tants can assist management. He referred t0 
the accountant as the spark-plug of manage 
ment, and made a strong plea for mor 
objective reports by accountants to manage 
ment. He dealt at length with the work of 
the American controllers in the field of mar- 
agement, and demonstrated how an efficiel 
executive operating in this capacity 
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uEWwS AND NOTES — Continued 
play a prominent part in the formulation of 


The spontaneous burst of applause at the 
enelusion of his address indicated clearly 
just how much members appreciated both the 
text of the address and the manner of its 
delivery. 

Professor Vatter was kind enough to answer 
a number of questions, each of which pro- 
duced further information of great interest. 
Mr. R. Hartland expressed to Professor Vatter 
sincere appreciation for his accepting the joint 
invitation of the Society and the Institute to 
ysit Brisbane and address members. 

Representatives of the Divisional Councils 
of the Society and the Institute entertained 
Professor Vatter at dinner before the lecture. 
Qn Wednesday, 31 August, the State Presi- 
dent, Mr. John Devitt, and members of the 
Divisional Council of the Society arranged 
a buffet luncheon at the Hotel Carlton for 
Professor Vatter to meet leaders of commerce, 
industry and finance, and representatives of 
educational authorities, the University and 
government departments associated with ac- 
countancy. In reply to a brief address of 
welcome by the State President, Mr. Devitt, 
Professor Vatter expressed his appreciation 
of the opportunity afforded him by the func- 
tion to meet personally representatives of all 
organisations with which he desired to make 
contact during his visit to Brisbane. He ex- 
pressed the opinion that much of the value 
of the visit to Australia by Fulbright lec- 
turers came from mutual exchange of ideas 
and meetings with representatives of com- 
merce, industry, finance and education. 


Educational Group 

The September activity of this Group was 
held on 14 September in the Royal Geographi- 
tal Society’s Rooms. A film entitled Effective 
Writing for Accountants was shown to sup- 

an address on the subject by Mr. A. S. 
mnelly. Members gained much valuable in- 
formation from the film, which was a recent 
production in America, and from the explana- 
tions given by Mr. Donnelly: 

The October activity will take the form of 
& jomt meeting with members of the Char- 
tered Institute of Secretaries, to hear a paper 

ng with the legal responsibilities of the 
company accountant and secretary. The paper 
will be delivered by Mr. F. T. Cross, Barrister- 
atLaw and Fellow of the Society. Two com- 
mentators, Mr. G. F. Robbins, a Fellow of 
the Society, and Mr. Alan Munro, a Fellow 
of the Chartered Institute of Secretaries, will 

give a brief commentary on the paper, 
ind general discussion will follow. Members 
will be given full details by circular in due 


Accountants and Secretaries’ Educational 
Society 

The September activity was held on 7 
September when a capacity audience listened 
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with interest to an address by Mr. R. W. 
Robertson, B.Com., A.A.S.A., Director of 
Studies, Hemingway Robertson Institute, on 
The Problems of an Accountancy Examina- 
tion Candidate. Mr. Robertson, in his usual 
fluent and clear manner, described to students 
how they might approach an examination 
problem, and gave several examples of how 
typical questions should be handled. The ap- 
preciation of the audience was extended to Mr. 
Robertson in the usual manner by acclama- 
tion. 


Personal 

Mr. J. R. Warner, A.A.S.A., of Cairns, has 
been appointed to the Board of Directors of 
A.C.F. and Shirleys Fertilisers Ltd., and 
North Queensland Fertilisers and Chemicals 
Ltd., to fill vacancies caused by the death of 
the late Sir William Glasgow. 


SOUTH AUSTRALIAN DIVISION 


Lecture 

Professor E. A. Rudd, B.Se. (Adelaide), 
A.M. (Harvard), Professor of Economic Geo- 
logy at the University of Adelaide, addressed 
members at the Shell Theatrette on Monday, 
17 October, on Costs and Techniques of Drill- 
ing for Oil in Australia. Professor Rudd’s 
address was illustrated by a most interesting 
series of coloured slides. This lecture com- 
pleted the series arranged by the Divisional 
Council for the year 1955. 


Future Activities 

Early in 1956 the Council intends to issue 
with subscription notices an outline of the 
programme arranged for the first six months 
of the year. 


New Branch 

Divisional Council has decided on _ the 
formation of a Branch of the Society at Mount 
Gambier, and the inaugural meeting of the 
Branch will be held during November. Mem- 
bers living at Mount Gambier and surround- 
ing districts will be notified of future develop- 
ments. 


Presentation of Certificates 

During October the Divisional Council ar- 
ranged a gathering at which certificates of 
newly-admitted members were presented. The 
State President, Mr. L. A. Braddock, welcomed 
these new members into the Society, and ex- 
pressed the hope that, through the full use 
of the services and opportunities which the 
Society offers, their expectations as members 
of the Society would be more than justified. 
Mr. Braddock called on members to participate 
in the activities of the Division and so help 
to maintain the high standard the Society has 
established. 


Annual Golf Match 

The Annual Golf Match with the Institute 
of Chartered Accountants in Australia was 
held at the Grange Golf Club on Tuesday, 
30 August. 
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NEWS AND NOTES — Continued 


Twelve members of the Society competed 
in a Four-Ball-Best-Ball, which resulted in a 
win for the Society, four matches having been 
won and two drawn. 

Forty-seven members took part in a Bogey 
Competition, the results of which were:— 


Best 18: J. F. Simpson (Chartered), 2 up. 


Best First 9: J. L. Mann and J. A. Salas 
(A.S.A.), square. 
Best Second 9: J. H. Botten (A.S.A.), 1 up. 


Mr. L. A. Braddock, State President, pre- 
sented the prizes and Mr. E. A. Gibson re- 
sponded on behalf of the Institute of Char- 
tered Accountants in Australia. 


Personal 


Mr. Edgar Sabine, F.A.S.A., has announced 
his retirement from the firm of Sabine, 
Sabine and Gill, Public Accountants, Adel- 
aide. Mr. Sabine was admitted as an Associate 
Member of the former Federal Institute of 
Accountants in 1912, and was Secretary of the 
South Australian Division from 1914 to 1946. 
He was a member of the State Board of the 
Federal Institute from 1914 to 1952, a member 
of the General Council of that body for thirty 
years, and was also a member of the first 
Divisional Council of the Australian Society 
of Accountants from 1953 until 1955. Mr. 
Sabine is a Life Member of the Society. 

Mr. F. E. Cross, A.A.S.A., Secretary of 
Ernest Smith & Co. Ltd., has left for an 
extended business visit overseas. 


Mr. W. A. McGay, A.A.S.A., Managing 
Director of A. W. Sandford & Co. Ltd., and 


Chairman of Directors of the Onka 
Woollen Co. Ltd., has been elected Mayor of 
the Corporation of the City of Mitcham. 


TASMANIAN DIVISION 


Theatre Night 

A very successful theatre evening was ep. 
joyed by members and students and their 
wives and friends when they attended the 
Theatre Royal, Hobart, on Friday evening 
9 September, and saw the comedy Fresh 
Fields, produced by the Theatre Royal Com. 


ny. 

At the conclusion of the performance , 
supper gathering was held at The Co 
tinental. 


Luncheon Meeting 

On Tuesday, 13 September, a well attended 
luncheon gathering was held at The Con 
tinental, Hobart. The guest speaker was Mr. 
R. W. Robertson, B.Com., A.A.S.A., who ad- 
dressed members on The Valuation of Shares 
in Private Companies. 


Annual University Lecture 

The Annual Lecture endowed by the Society 
in the University of Tasmania was held in 
the H.E.C. Theatrette, Hobart, on Tuesday, 
20 September, and was delivered by Associate 
Professor R. J. Chambers, B.Ec., A.A.SA, 
of the University of Sydney. The subject of 
Professor Chambers’s address was The Formal 
Basis of Business Decisions. The lecture will 
be published in a later issue of the journal. 

The lecture was repeated to the Northem 
Branch in Launceston on Thursday, 22 Sep- 
tember, at a well attended meeting. 


Australian Accountants Students’ Society 


VICTORIAN DIVISION 


September Meeting 

Approximately eighty members of the 
Society were present on Monday, 12 Septem- 
ber, when Mr. D. Dobbie, A.A.S.A., A.M.T.C., 
spoke on the subject of Income Tax for 
Examination Purposes. Members are most 
grateful to Mr. Dobbie for the excellent pre- 
sentation of this subject and those sitting for 
the October examination derived valuable in- 
formation from the address. The Council 
records its sincere thanks to Mr. Dobbie for 
his assistance to the Society and its mem- 
bers. 


November Meeting 


On Monday, 14 November, the Council] has 
arranged a visit to Australian Glass Manu- 
facturers Co. Pty. Ltd., at Spotswood. Full 
details of this inspection will be forwarded 
to members, who are reminded that the party 
will be limited to 100 persons, and that appli- 


450 


cations should therefore be forwarded as soon 
as possible after receipt of the circular cor 
taining full particulars. 


A. E. Pyke Memorial Essay Competition 

It is with pleasure that the Council an- 
nounces that the prize for 1955 has been 
awarded to Mr. S. R. Forell for his essay 
entitled The Whence, Why and Whither of 
Published Financial Statements. 


NEW SOUTH WALES DIVISION 

August Meeting 

On Thursday, 25 August, Mr. K. R. Collin, 
B.Ec., A.A.S.A., A.C.LS., A.C.A.A. (Prov.); 
gave a very informative lecture to members 
of the Society on Interpretation of Financial 
Statements. During the lecture, Mr. Collin 
gave many examples of the practical applica 
tion of interpretation of financial statements, 
and made particular reference to the use 
data produced in operating a system of stal- 
dard costs. 
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September Meeting 
The September meeting of the Society was 
held in the Conference Room on Thursday, 
92 September. -The subject of the lecture, 
which was given by Miss M. Magoffin, 
AAS.A., was Income Tax as it Affects Com- 
ies. Miss Magoffin gave the members a 
very lucid and detailed explanation of the 
relevant sections of the Act, and of the prac- 
tical application of these sections. 


Presentation of Prizes 

The State President of the Society, Mr. 
gE. A. Cupit, presented prizes awarded by the 
General Council to the following students who 
gained first place in Australia in final subjects 
of the syllabus at the April/May series of 
examinations :— 

Messrs. R. W. Beaver, R. M. Connor, A. C. 
Gibert, D. C. Hawes, R. D. Hayne, R. A. R. 
Holland, R C. Layton, J. H. Leard, C. V. 
Learmonth, M. W. McKay, H. R. Marks, M. J. 
Muddle, E. S. Robinson, and V. F. Smith. 


Future Activities 

There will be no meeting of the Students’ 
Society during October as examinations will 
be in progress. The November meeting will 
take the form of a lecture on Monetary 
Theory and Practice by Mr. J. R. Wilson, 
MEc., Lecturer in the Faculty of Economics 
at the University of Sydney. This will be 
delivered in the Conference Room at 6.30 p.m. 
on Thursday, 24 November. 


Broken Hill Branch 

At the first annual meeting of the Branch, 
the following committee was elected for the 
year 1955-56:— Chairman, Mr. Cyril G. 
Davison, F.A.S.A.; Deputy Chairman, Mr. 
A. J. Oliver, A.A.S.A. (Prov.); Treasurer, 


Australasian Institute 


GENERAL COUNCIL 


New Cost Bulletin Volume 

The October issue of the Cost Bulletin 
begins a new volume of this popular publica- 
tion. Vol. 3, No. 1, will feature the following 
articles in a two part issue: Use of Work 
Measurement Data, by W. A. Faul, A.C.A.A., 
and A Case Study of Management Account- 
ing, by J. H. Crabb, A.C.A.L., A.C.W.A. 

The Bulletin is available to subscribers 
other than Institute members for a subscrip- 
tion of £1/5/0 per series of twelve issues. 
pecial binders to take members’ copies are 
available from all Divisional Offices at 8/- 
each, post free. The publication is most suit- 
able for company use and will keep all execu- 
tives up to date with costing data and develop- 
ments. Members might arrange accordingly 
for their companies to become subscribers. 
It may be of interest to members and con- 
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Mr. J. T. Ralph, A.A.S.A. (Prov.); Secretary, 
Mr. W. A. Pursche; Committee, Messrs. W. L. 
Burke, B.Ec., F.A.S.A., C. Crowley, B.Com., 
F.A.S.A., H. L. Keelan, A.A.S.A., J. W. Moore, 
J. V. Morgan, B.Se., D. C. Oxley, Li R. 
Thomas and G. A. Yuill; Auditor, Mr. B. L. 
Davey, A.A.S.A. (Prov.). 

Two films, Bankers Day and Filing Pro- 
cedures, were shown. Messrs. B . Davey, 
J. W. Moore, A. J. Oliver and J. T. Ralph, 
acted as discussion leaders afterwards. In 
September an Open Forum was held. 


SOUTH AUSTRALIAN DIVISION 


September Lecture 

On 23 September, Mr. R. G. Lathey, Head 
of the Department of Management Studies 
of the School of Mines and Industries, gave 
a lecture on Developing Tomorrow’s Mana- 
gers. His lecture was something new and 
interesting to all those present, and on behalf 
of the members of the Society, the Committee 
wishes to thank Mr. Lathey for giving such 
an absorbing talk. 


Future Activities 

In early November it is hoped to arrange 
a mock directors’ meeting at the Chamber 
of Manufactures Board Room, Pirie Street, 
Adelaide. Towards the end of this month a 
visit to General Motors-Holdens Ltd. is being 
arranged, and circulars of these two meet- 
ings will be sent to all members. 

The Annual Christmas Social will be held 
at the Ex-Navalmen’s Association Rooms, Peel 
Street, Adelaide, on 7 December at 8 p.m. Like 
other meetings, this function is being ar- 
ranged to give students an opportunity of 
meeting others who are working towards the 
same goal. Individual notices will be for- 
warded to members late in November. 


of Cost Accountants 


tributors to know that the Cost Bulletin 
enjoys an exchange service with a large num- 
ber of associated accountancy, costing, sec- 
retarial and business publications throughout 
the world. It is sent to all Australian univer- 
sities and public libraries, and enjoys a high 
reputation. 


Editor 

Mr. V. A. Hill, A.C.A.A., of Victoria, has 
been appointed by General Council as Editor 
of the Cost Bulletin in place of Mr. R. L. 
Rowe, F.C.A.A., who has resigned because of 
pressure of business. Mr. Hill is Budget 
Officer and Cost Accountant of the Gas & 
Fuel Corporation of Victoria and brings to 
his task considerable experience in editorial 
work. General Council has recorded its appre- 
ciation of the work of Mr. Rowe as Editor 
and has commended him for the high standard 
of the issues published under his control. 
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NEWS AND NOTES — Continued 


Cost Bulletin Competition 

Members and readers are reminded of details 
of the 1955 Cost Bulletin Competition which 
is now open. Two sections are available:— 

Bulletin Award. A prize of £50 will be 
awarded to the contribution to the Cost Bul- 
letin deemed to be the best received up to 
31 March, 1956, and accepted for publication. 

Article Award. Three prizes of £10 each 
will be awarded the contributors of the most 
practical, well-written and modern short 
articles of about 1,500 words each on cost 
practices in specific industries, also received 
up to 31 March, 1956, and accepted for pub- 


lication. 
VICTORIAN DIVISION 

Special Lecture Series 

In October, the Council conducted a success- 
fui lecture series on Work Simplification. 
Speakers were Mr. J. S. Smith, B.M.E., Area 
Manager of Personnel Administration Pty. 
Ltd., and Mr. T. H. Hubner, A.C.A.A., of 
W. D. Scott & Co. Pty. Ltd. Mr. Smith dealt 
with the factory and Mr Hubner with office 
simplification methods The lectures were well 
supported by both members and the public, 
and will in due course be published. 


Public Speakers Group 

A group under the tutorship of Mr. D. K. 
Thomson commenced a series of twelve classes 
on 6 October. The group is meeting at the 
Institute’s offices, and members who sstill 
desire to enrol may be accommodated if they 
communicate at once with the Registrar. A 
further group is scheduled to commence in 
February next. 
Christmas Luncheon 


The annual Christmas luncheon will be held 
at the Victoria Palace on Tuesday, 6 Decem- 


ber. This will enable members to share th 
Christmas festivities with fellow members, 4 
charge of 12/6 will be made as a contrib. 
tion to expenses. A speaker has been engage 
to address members on a topical subject of 
general interest. 


Personal 

Mr. E. R. Bomphrey, F.C.A.A., has bem 
appointed Assistant Manager of Olympic 
Tyre & Rubber Co. Ltd., and Mr. L. W 
A.C.A.A., has been appointed Cost Accountant 
of the company. Both Mr. Bomphrey and Mr. 
Watson have served the Councils of the Au: 
tralasian Institute of Cost Accountants jn 
several senior positions. 

Mr. R. M. Willdridge, A.C.A.A., has com. 
menced practice at 28 Donna Buang Street, 
Camberwell, and in association with Mr 
C. A. J. Tempany, A.C.A.A., at Equity Cham. 
bers, 472 Bourke Street, Melbourne. 


NEW SOUTH WALES DIVISION 

August Meeting 

On Wednesday, 10 August, a most interest- 
ing address entitled Automation and How I 
Affects the Cost Accountant was given tp 
members of the Division by Mr. B. Stockdale 
Mr. Stockdale is an executive of the Austin 
Motor Co. Ltd. of England, and is at present 
in Australia as a technical adviser for the 
establishment of a manufacturing unit 
make engines, differentials and gear boxes. 

In the course of the address Mr. Stockdale 
explained how automation works and with 
the aid of photographs déscribed the flow of 
cars through the factory. He then dealt with 
the considerable effect automation had on the 
organisation, the many problems which arose 
and the methods used to overcome 
problems. 





Cause for Complaint 


SIR.—From the manner in which you frequently 
defend the methods of income tax officials one would 
think you held a brief for them. Surely, with this 
grinding tax at.1/- in the &, a little more leniency in 
its collection might be shown. 

In the City, Demand Notes are received on the 
1st of January, and before the month is out a 
further application, accompanied by a threat, is 


received. .. 


How long will the electorate put up with this 
unpopular tax and the methods of its collection? 


Yours truly, 


SCRUTATOR 


From The Accountant, 4 February, 1905. 
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ing Fundamentals by R. Keith Yors- 
ton, E. Bryan Smyth, S. R. Brown; 2nd Ed., 


1955; The Law Book Co. of Australasia Pty. 


lid, pp. v + 598; price 30/-. 

The authors of this text are the men who 
have striven to overcome the lamentable lack 
of textbooks available to students of accoun- 

in this country. They are to be com- 
mended on their efforts which have resulted in 
aseries of texts ranging from elementary to 
accounting. Accounting Fundamen- 

fals is intended for students preparing for 
aaminations of the Intermediate or Stage I 


rd. 
The authors have not found it necessary 
tp make any major change in the second edi- 
tin of their text. Minor improvements have 
ben made and the exercises brought up to 


date. 

The book is widely used, and those using it 
fnd it quite good and useful as a teaching 
medium. I feel sure that there is no other 
tok covering this portion of the work which 
would be as popular with students. The style 
issimple and straightforward and each topic 
is well illustrated and followed by a set of 

ons. 

The topics listed in the syllabuses of our 
aamining bodies are all covered. The content 
df each chapter does not differ greatly from 
that to be found in the general run of text 
woks, but the presentation is better. Perhaps 
mech practical topics as Mining Royalties, 
Branch Accounts and Bills of Exchange would 
benefit from a closer survey of what is taking 
place in practice. On this, the authors might 
beexcused for they have to write for examina- 
tion papers that sometimes lack reality. It is 
wssible, too, that the authors may be able to 
blame our examining bodies for the emphasis 
thy have had to give to Average Due Date, 
Accounts Current, Consignments and Joint 
Ventures. It is rather refreshing to see the 
introduction of such topics as Accounting for 
Investments. There are good chapters, too, 
m Sectional Balancing of Ledgers and Bank 
Reonciliation Statements. 

A misleading feature of the book is its title. 
(me might exnect to find in a book on 
‘Accounting Fundamentals” at least a 
mtional justification for double entry pro- 
dure. Instead, one finds students called on 
to learn by rote those old book-keeping rules 
vhich call for a classification of accounts into 
ral, personal and nominal, although it must 
said, to the authors’ credit. that they have 
ten careful to exclude this “basic” classifica- 
ton from the chapter on the chart of accounts. 
tis also rather suprising to find that a topic 

such fundamental importance as the funds 
Statement has been relegated to a few pages 
ithe last chapter of the book. 

W. J. STEWART 


Fifty Years: The Story of The Association of 
fied and Corporate Accountants 1904-54; 

london, November, 1954; Pp. ix + 70. 

. the Corporation of Accountants was formed 

i Scotland in 1891, The Institution of Certi- 
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fied Public Accountants in England in 1903, 
the London Association of Accountants in 
1904, and the Central Association of Accoun- 
tants in 1905. As the first president of the 
London Association said, “the idea of the 
founders was to set up associations which 
would have a broader basis than that of the 
two existing English bodies,” The Institute 
of Chartered Accountants in England and 
Wales, and The Society of Accountants and 
Auditors. 

At first the new associations had to struggle 
for their existence, but within four years the 
London Association had a membership of 
1,000 and, by 1918, the number of members 
had risen to 2,000. In 1932 The Institution of 
Certified Public Accountants amalgamated 
with the Central Association of Accountants, 
and in 19389 The London Association and The 
Corporation of Accountants merged under the 
title Association of Certified and Corporate 
Accountants. In 1941. the Association amal- 
gamated with the Institution; and, at the 
time when this book was published negotia- 
tions were proceeding for the absorption of 
members of three other bodies. 

This volume is concerned mainly with the 
history of the London Association. It is an 
interesting story of dissidence within the 
accountancy profession, giving way gradually, 
through amalgamations and growing mutual 
respect among those bodies that have pre- 
served their separate entities, to something 
approaching a unified profession. In this 
respect, as in its recital of efforts to promote 
a plan of registration for the profession, the 
story has remarkable resemblances to the 
course of events in Australia. 

With justifiable pride, the Association 
reflects that it was the first organisation of 
accountants in England to admit women, the 
first to suggest a scheme of university educa- 
tion for the profession, and the first to 
examine in cost accounting, taxation and 
economics. In view of this record of far- 
sightedness, it is fitting that the celebration 
of the Association’s jubilee should have been 
marked by the creation of an annual award 
of a scholarship, tenable at the London School 
of Economics, to a member or student of the 
Association. 

The jubilee also marked the retirement of 
J. C. Latham, Secretary of the Association 
from 1921 to 1953, to whom tribute is paid 
throughout the book for his services to the 
Association, particularly during its years of 
struggle for recognition, and to the profession. 

The book ends on a confident note concern- 
ing the future. “We are about to ring down 
the curtain on this last scene, having accounted 
for half a century in the life of the Associa- 
tion and taken you backstage to meet the 
principal actors. We ask you to look forward 
confidently, resolutely and with pride to... 
the next fiftv years.” A. A. F. 
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End Pages 


The English 


In A Frenchman’s London, Paul 
Morand says: “By their love of eccen- 
tricity alone you can judge that the 
English are a great people. The whole 
world is weighed down by the comme- 
il-faut, by precedent, by publicity com- 
ments on the wireless, cringing beneath 
absurd fashions invented by big busi- 
ness, wearily accepting ready-made 
ideas, clothes, and political opinions; 
but in London the air seems the lighter 
for the possibility that one may meet in 
the streets of St. James one of those 
persons, growing rarer and rarer alas, 


’ 99 


whom Thackeray called ‘a character’. 


Morand wrote this in 1933; alas dur- 
ing a visit to London in 1948, after 
months of diligent search I found only 
one. It was at lunch at the Savoy. I 
had had an exhausting morning in the 
City; the service for once was slow; 
my digestion at its worst. Suddenly 
there appeared a tall gaunt man dressed 
like a picture in a book describing the 
adventures of an Englishman in Paris 
during the 1870’s. In a _ shameful 
moment I asked my host: “Who is that 
exhibitionist?” The reply was: “Han- 
nen Swaffer.” Shameful so to des- 
cribe a “character”—perhaps one of 
the few left in London. 


I was also in London in 1933, the 
year in which Morand wrote. The 
character was more frequently seen 
then. He revealed himself by his be- 
liefs, his dress and his behaviour. He 
never accepted the dictates of so-called 
current fashion. Once he had adopted 
a style of dress, he adhered to it for 
the rest of his life. He agreed with 
King George V that pants should be 
creased on the sides, not at the front 
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“Character” 


and back. He wore no cuffs on them, 
You turned up your pants only if you 
had to wade through the driven slush, 
His hats came from the 217-year old 
House of Lock & Co. where, in his 
youth, he had an impression taken of 
his head by the “infernal machine” so 
that for the rest of his life all he had 
to do was send a note ordering a new 
one. In fact, it is said that the late 
Earl of Rosebery used to stop at the 
doorway of Lock’s and shout “Hat!” 


His fortitude showed best in his re 
sistance to any change in the style of 
his coat. In this I was personally for- 
tunate. My first employer was an 
Englishman. At the time (1908) a 
great change took place in the suit. 
The coats lengthened into flaps with 
a vent at the rear; the trousers were 
narrow and tapering. My contem- 
poraries will remember why the coat 
was called a “calendar” coat. Observ- 
ing that my chief refused to follow this 
new fashion, I emulated him. More 
over, it suited my elongated frame to 
stick to the old fashion for, as I have 
said in this place before, my legs have 
been described as snakes that have 
swallowed billiard balls. I am proud 
to say that for fifty years my suits have 
retained their original cut. Recently 
my tailor said, when fitting on a neW 
suit: “I suppose there is no use sug- 
gesting a modification of the trousers.’ 
I told him I would regard such a sug- 
gestion as an insult. I had resisted 
one Edwardian fashion forty-seven 
years ago and I was resisting agall. 
Recently, I saw the excellent play Dear 
Charles, which was greatly marred by 
one of the fathers—the English baronet 
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of all people—wearing a hacking jacket 
for a Visit to a town house. What saddle 
was he keeping dry there? 


It has always amazed me how men 
can fall for the wiles of the tailor when, 
through his advertising organisation, 
he bleats for new styles or, more 
usually, a rehash of old discredited 
styles such as the current calendar coat. 
The male is by nature the gorgeous 
peacock. The drab peahen may need 
to obey the dictates of Paris. There 
isno such need for the male to cringe 
beneath absurd fashions invented by 
big business. To prove that the male 
is the true peacock, observe a large 
gathering of well-dressed people. The 
ladies scan with deep interest the 
dothes worn by others of their sex. 
A man, dressed to his satisfaction, 
would scorn to look at the clothes of 
another man; he expects every man to 
lok at him. 


But it is in behaviour and attitude 
that the English “character” really de- 
lights. History is rich with his sayings 
and doings, as briefly illustrated by 
the Tale of the Three Marquesses. The 
id Marquess of Clanricarde who died 
a millionaire, but apologised to some 
ladies because he could not invite them 
hme to afternoon tea as he possessed 
mly two tea spoons. The first Mar- 
qess Anglesey who exclaimed at 
Waterloo: “By God, they’ve shot off my 
kg,” and the Duke of Wellington re- 
plied: “Have they, by God!” The Mar- 
quess took the matter a little more 
sriously than the Duke, staged a fun- 
eal for the limb and in tears lowered 
it into the grave. The Marquess of 
Queensberry who made a bet that he 
would walk naked in daylight from 
oe London club to another. He won 
the bet by walking in a hansom cab 
ae which he had had the floor re- 
moved. 


I hope that Anglo-Saxon members 
of “the last Empire’—the United 
States—are still breeding a goodly crop 
ofeccentrics through the universities. A 
friend of mine, a Harvard graduate, 
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before admission to one of Harvard’s 
sacred circles, was called on to perform 
a prescribed task. He had to go into 
a strange house and, without permis- 
sion, take a bath there. He succeeded 
and was not detected until leaving, when 
his explanation was graciously accepted. 


To have known any of these charac- 
ters personally is to enrich one’s mem- 
ory. While writing this note, I am 
haunted by a happening in London to- 
wards the end of World War I. Having 
mastered the fox-trot—in its beginning 
a slightly complicated dance—I went 
to Murray’s where I met a charming 
lady who asked me to her flat at the 
end of the evening. When, however, I 
got outside, I found that several other 
officers had also been invited. Judging 
by their baleful looks, I suspect that 
the original intentions of all the other 
members of the party were not strictly 
honourable. We were pleasantly drink- 
ing tea at the lady’s flat in the early 
hours when her husband arrived un- 
expectedly on leave from France. For 
some unknown reason, he resented our 
presence. One of the guests, an Ameri- 
can Brigadier General, resented the 
husband’s resentment in more than 
somewhat strong language, with the 
result that the husband ordered us 
to leave. We trudged down the 
stairs, and the last member to leave 
was a young English officer who had 
had a packet in France and was 
working at the War Office. As he 
started to go down the stairs, the hus- 
band kicked him. When we had 
straightened ourselves out on the foot- 
path, the young officer called up: “You 
cad; I’ll have you sent back to France 
tomorrow!” Now you know why Uriah 
got no leave. 


Of all the noble attributes of the 
English character, the greatest of these 
is tolerance. No matter what you do, 
within decency, no one will notice it. 
Let me conclude with the view of the 
greatest of all ladies, Lady Beerbohm 
Tree who, as I have told before, said 
that she did not mind what people did 
so long as they didn’t do it in the 
street and frighten the horses. 





Professional 
Notices 


PARTNER—Young qualified man wanted 
to share suburban practice. Will accept de- 
posit and balance over 3 to 5 years. Tele- 
phone: JL 1817 during evenings. 

PARTNERSHIP AVAILABLE—Opportunity 
for qualified and experienced Accountant to 
purchase half interest in the leading and ex- 
panding Public Accountancy practice in a 
large New South Wales country centre. Price 
subject to negotiation. Acceptable applicant 
may be assisted financially. Reply in first in- 
stance to Fieldhouse & Mander-Jones, 32 
Swift Street, Wellington, New South Wales. 

PARTNERSHIP OFFERED in rapidly 
growing practice in country area—handy 
Sydney. Reply No. 202, c/o Australian 
Society of Accountants, 5 Bligh Street, 
Sydney. 

INTERMEDIATE AUDIT CLERK RE- 
QUIRED—Apply in writing to Steele & 
Calder, Chartered Accountants (Aust.), Alli- 
ance Building, 20 Grenfell Street, Adelaide. 

POSITION REQUIRED—Advanced student 
requires position with firm of Chartered Ac- 
countants in Adelaide. Sound knowledge of 
Taxation. Replies to “Advanced Student,” c/o 
Box 4, Loxton, South Australia. 

ACCOUNTANT—A well-known Woolbrok- 
ing Company with extensive Merchandise and 
Stock Agency activities in Australia requires 
the services of a Chief Accountant to control 
the accounts of its many operations in New 
South Wales. Preferably aged 35-45 years. 
Liberal superannuation benefits 
Salary not less than £1,500 per annum accord- 
ing to qualifications and experience. Applica- 
tions, which will be treated in confidence, to 
be addressed to “Pastoral,” c/o Price Water- 
house & Co., Box 2556, G.P.O., Sydney, New 
South Wales. 

ADVANCED ACCOUNTANCY STUDENT 
—With three years Taxation experience wants 
position with Public Accountants, preferably 
Darling Downs or Northern New South Wales. 
Reply No. 127, c/o Australian Society of 


available..- 


Accountants, Empire House, Wharf 
Brisbane. 

AAVRON TYPING COMPANY—All ¢ 
and duplicating requirements executed 
efficiency and despatch. We collect 
liver Perth and suburbs. Ring M 2962 or 
107 Washington Street, Victoria Park. 

ASSISTANT SECRETARY required f 
large British Mining Company with 
Office in Singapore and interests in M 
and abroad. Age 25 to 35, and must bea 
ber of a recognised Accountancy body, 
ferably with Company Secretarial exper 
Three year contract is offered in the 
instance at a starting salary of £1 
£2,000 Sterling per annum, dependent on 
perience, plus housing allowance of £260) 
annum for a single man and £500 per a 
for a married man. First class passage 
both ways, and four months leave at 
of first contract. Apply with full profe: 
and personal details and date when avail 
to G. S. Gilder, 20 Loftus Street, Sydn 

ACCOUNTANT—Hong Kong firm of 
countants has a vacancy for a qualified 
countant, preferably single, experience 
Taxation Law and Practice. The first | 
tract will be for three years, subject te 
newal. First class passage and liberal 
Excellent accommodation provided at née 
rental. Salary A£2,000 per annum. Ap Dy 
writing with full particulars and ene 
references to R. A. Jan, Public Accow 
262 Queen Street, Melbourne. ‘ 

PARTNERSHIP—Opportunity exists 
expanding country practice for qualified 
countant. Gross fees at present app 
mately £5,000. Apply No. 201, c/o Austr 
Society of Accountants, 5 Bligh 
Sydney. 

SENIOR AUDIT CLERK—A well & 
firm of Chartered Accountants (Aust.) 
large modern offices in Sydney requ 
qualified and capable senior audit clerk 
to control company audits, do taxation 
share work. Liberal remuneration. 
annuation available. Apply in strict 
fidence to No. 202, c/o Australian Societ 
Accountants, 5 Bligh Street, Sydney. 

ACCOUNTANCY PRACTICE or part 
small number of clients wanted Syd 
nearby. LU 2526, FA 2302, FA 2759, JA 


» 








A LARGE BRISBANE COMPANY HAS A VACANCY ON ITS STAFF 
FOR A YOUNG QUALIFIED ACCOUNTANT. 


Sound Commercial Experience Desirable, and a Practical Knowledge of Costii 
Will Prove an Advantage. 4 
THE COMPANY IS MAINLY INTERESTED IN THE MANUFACTURING AND 
WHOLESALING FIELDS AND IS EXPANDING ITS ACTIVITIES. ® 
A progressive policy is being followed which offers scope for advancement to 
Executive position. 


GOOD COMMENCING SALARY WILL BE PAID. 


CONFIDENTIAL APPLICATIONS TO “SECRETARY,” BOX No. 457F, G.P.O9 
BRISBANE, 
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